We Can Not Keep Them Out 


By JAMES J. DAVIS 


Secretary of the U. S. Department of Labor 


Immigrants Stealing In at the Rate of 100 a Day. 
Plans for Solving the Immigration Problem. With Our Thou- 
sands of Miles of Frontier It Is Impossible to Watch All Points. 
Would Register All Aliens and Count Them Every Year. 


E are faced in America with 
the necessity of determining 
upon an immigration policy. 
At present our immigration 
from all countries except those whose na- 
tives are barred from our shores, and except 
those in the Western hemisphere, is con- 
trolled under a 3 per cent quota law. This 
law will expire on the last day of next 
June, and unless we write a new immigra- 
tion act before that time, July 1, 1924, we 
will have immigration without restriction. 
The quota law is a numerical restriction 
which limits the number of immigrants that 
may come to the United States in any one 
year from any nation to 3 per cent of the 
number of aliens of that nationality in the 
United States in 1910. This is essentially 
a numerical restriction, and its weakness 
lies in that the restriction is more a matter 
of quantity and not a matter of quality. 
The Secretary of Labor has no legislative 
authority, but I favor and am urging upon 
Congress a selective system of immigration, 
and if we cannot have selective immigration, 
I would recommend that we have none. I 
would admit to America only the alien who 
is able and willing to accept American cus- 
toms, American ideals, American institutions 
and who can contribute something toward 
the advancement of our civilization. I would 
absolutely bar out the alien who under our 
laws cannot win to citizenship or who, by 
mental, moral or physical defects, would 
lower the standards of America. This stand 
should be taken now, no matter what nu- 
merical limitation might at any time be 
placed upon the immigrants to be accepted. 


Selection and Census 


CONSTRUCTIVE permanent policy 
should cover at least the three fol- 
lowing points: 

First. The examination of every prospec- 
tive immigrant before he leaves his native 
land. By this means we would make sure 
that the applicant was eligible for admission 
to the United States before he started on a 
3000-mile ocean voyage. Thus we would 
end the sorrow and distress incident to the 
rejection of inadmissible aliens at our im- 
migration stations. 

Second. The granting of power to United 
States Consuls abroad to refuse to visé the 
passports of prospective immigrants when 
it is clear to the consuls that the individual 
is ineligible for admission, 

Third. I would enroll every alien upon 
his arrival here and would provide for an 
annual census of all aliens for a period of 
five years, during which period the alien 
would be subject to deportation if he was 
found to be in America illegally or for an 
unlawful purpose. 

This program is simple, clear and en- 
forceable. It would provide better aliens for 
America and would make for a _ better 
America for both aliens and native born. 
Under this plan I would give preference 
to certain classes. 

For, so long as the youth of America 
declines to work with its hands and in- 
sists upon “white collar” jobs, we must have 
aliens to perform our common labor. 

Last year we accepted some 70,000 Mexi- 
cans, for there is no quota limitation on 
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immigration from countries of the Western 
hemisphere. Would we not be better off 
with 70,000 sturdy upstanding men from 
western Europe? 

I am for an immigration that can be 
assimilated into our American national life. 
First, I would provide for the admission 
of the families of aliens already in the 
United States. Second, I would admit 
skilled labor, where labor of a like charac- 
ter cannot be found unemployed in the 
United States. Finally I would admit the 
men who will come here to do our common 
labor. But I would subject every immigrant 
to the strict mental, moral and physical 
tests which must be maintained if we are 
to keep up our American standard of health, 
intelligence and living. 


36,000,000 Have Foreign Ties 


N order to appreciate the magnitude of 

the problem of the alien in America, both 
as it affects the alien and as it affects 
America, let us look at the results of our 
last census. We have a total white popula- 
tion of 94,820,915, of which number 58,- 
421,957 are of native born parentage. Of 
the remainder 15,694,539 are of foreign born 
parentage, that is, both parents were born 
abroad; 6,991,665 are of mixed parentage, 
that is, one parent was born abroad, and 13,- 
712,754 are foreign born. This means that 
we have 36,298,598 individuals in the United 
States, who in the present or the last gen- 
eration are, or have been, linked with a 
foreign allegiance. The figures are even 
more striking when we consider our urban 
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There are 24,556,729 


or city population. 
native born of native parents in our cities. 


But there are 26,063,355 of foreign birth 
or foreign stock in these centers, and of 
these 10,356,983 are foreign born. 

Of our nearly 14,000,000 foreign born, 
less than half are naturalized American 
citizens. Our records indicate that the av- 
erage alien is in this country ten years 
before he assumes the duties and responsi- 
bilities of citizenship. Clearly there is some- 
thing wrong with a system which permits 
this vast undigested mass of alien population 
to continue undigested for year after year. 


These Are Burdens 


URING the early days of our history, 

we asked no questions of arriving 
aliens. We did not even count the number 
who came. We extended the hand of wel- 
come to everyone who arrived, regardless 
of who or what he might be or why he 
came. Beginning with 1820 we counted 


the arrivals, but that was about all we did. 


Immigrants 


Waiting to Be Transferred to 
Ellis Island, 


Practically all of our immigration legis- 
lation has been created since 1880. From 
that time until the present a great many 
types and classes of aliens have been added 
to the excluded classes. The first class to 
be excluded was the insane. Thereafter, 
rapidly the list was increased, until the be- 
ginning of the present century, since which 
time we exclude, as a matter of law, every 
diseased person, every imbecile, idiot, feeble- 
minded person, insane person, criminals and 
all those likely to become public charges. 
We have sought to protect our social and 
political organization by refusing admission 
to those who would lower our mental, moral 
or physical level. How far we have suc- 
ceeded was shown in a survey recently 
completed for the Committee on Immigra- 
tion and Naturalization of the House of 
Representatives, which covered our jails, 
almshouses, insane asylums and other public 
institutions. The scientist who made the 
survey investigated state institutions hous- 
ing the feeble-minded, the insane, the crim- 
inals, the epileptics, the inebriate, the chron- 
ically diseased, the blind, the deaf, the de- 
formed, the crippled and the dependent. He 


Raw Material for Citizenship 


found that while the foreign born mak: 
up 14.70 per cent of the nation’s popula- 
tion, they furnish 20.63 per cent of the pop- 
ulation of these institutions housing our 
social inadequates. He estimated that 44.09 
per cent of the inmates of these institutions 
were either foreign born or of foreign born 
parentage. 

I have been told that 47 per cent of th 
inmates of New York State institutions fo: 
the care of public dependents are either 
foreign born or of foreign born parentag: 

This House Committee has before it fig 
ures showing the mental level of some of 
the aliens who have been coming to us 
during the last generation. The intelligence 
tests applied to our soldiers during the World 
War have been worked out to index the 
intelligence rating of our whole population, 
including our foreign born. According to 
this calculation, which divided all those ex- 
amined into seven classes, or standards of 
mental ability, America’s foreign born pop- 
ulation of 13,920,692 was indicated in the 
following classifications : 


Very Superior ........ 153,128 1.1 per cent 
403,700 2.9 per cent 
High Average ........ 1,016,211 7.3 per cent 
Average .........-+-+ 3,702,904 26.6 per cent 
Low Average ......... 2,296,914 16.5 per cent 
4,287,573 30.8 per cent 
Very Inferior ........ 2,060,262 14.8 per cent 


Stealing into the Country 


base according to these figures, we 
have in America today 6,346,835 aliens, 
nearly one-half of our total foreign born 
population, who are classified as of inferior 
or very inferior intelligence. In other 
words, if we had applied these intelligence 
tests to our immigrants for the last gen- 
eration and had admitted only those making 
the five higher ratings, we would have 
barred out 45.6 per cent of all the aliens 
who have come to us. And these people 
have come despite our vigorous efforts to 
bar out those plainly deficient in mental, 
physical or moral health. 

One of the sources of this flood of social 
inadequates which fill our jails and peni- 
tentiaries, our insane asylums and our homes 
for the feeble-minded is the underground 
network of devious paths by which aliens 
are smuggled into this country. We have 
found them coming by every means of trans- 
portation and in every guise. Our thou- 
sands of miles of land borders and our 
vast expanse of coast line, with its myriad 
harbors, offers wealth of opportunity for 
the hardy outlaw who, tempted by the vast 
profit in the traffic, engages to pour the poi- 
son of illicit immigration into the life-stream 
of American civilization. 

The actual number of surreptitious en- 
tries is difficult to determine. It has been 
conservatively estimated that 100 individuals 
a day are coming into the United States 
in violation of the law. Some well-informed 
authorities are of the opinion that at times 
it rises as high as 1000 a day. — 

Every underground and overhead channel 
into America is crowded with the stream 
of illicit immigrants. We find thousands 
of them waiting in Cuba for an opportunity 
to take to the fast motor boats of the smug- 
glers for a quick trip to the shores of Flor- 
ida. We find them sneaking over unguarded 
points on the Mexican border by the hun- 
dred and losing themselves in the great 
Southwest. We find them coming by air- 
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plane and by automobile, by railroad and 
by steamszip, by motorboat and by schooner. 
We find them running side by side with the 
illicit traffic in rum, and with the vile com- 
merce in narcotic drugs. There is no means 
of coming into the United States that is not 
utilized by this illegal traffic. 


$500 a Head 


NE of the chief means of smuggling 
immigrants today is devised as an eva- 
sion of the Seaman’s law, enacted some 
time ago to regulate the treatment of sail- 
ors in American vessels. Under this law 
a foreign sailor entering an American port 
and leaving his vessel may remain in the 
United States sixty days while he seeks 
a berth in an outbound ship. It is literally 
true that there are thousands of so-called 
sailors in the United States today working 
at everything in the world and at nothing 
at all. They simply leave and desert their 
ships, wander away from the seacoast and 
are lost sight of. We found hundreds of 
them, not so long ago, at work in a New 
Jersey industrial plant. Some months ago 
we happened upon a Portuguese schooner 
off the New England coast with a crew of 
twenty or more aboard. Seven men were 
her regular complement. Among the crew 
we found one woman. Upon investigation 
it developed that the whole outfit had 
shipped as sailors in order to get into the 
United States. The captain had been paid 
to let the crew work its way. That smug- 
glers’ fee of $500 or more a head is the 
motive power behind the whole illicit traffic. 
The immigration authorities estimate that 
there are today in the city of New York 
more than 5000 Chinese who are in this 
country illegally. We are almost without 
the means of rounding them up. We did 
gather together more than 150 of them in 
a series of raids within the last week or 
two. These aliens are liable to deportation, 
but it costs $200 a head to provide passage 
for them back to China. For 5000 Chinese 
that would mean an expenditure of a mil- 
lion dollars. 

For every smuggler that the officials in- 
tercept, dozens escape and land their illicit 
cargoes. It is plain to me that it would 
take a patrol equal to a man to every yard 
of our thousands of miles of border and 
seacoast to put an end to the smuggling 
of aliens. If we put all the army and 
all the navy, and every police force in the 
country at the task, I hardly believe we 
would stop the trade.’ But there is a way 
to stop it, and that is to make it utterly 
useless for an alien to enter the United 
States illegally. If the alien knew that 
within a short time after his arrival the 
authorities would discover him and deport 
him, he would not come surreptitiously. 
There is a practical, feasible, simple plan 
to accomplish this. 

For I say to you that no good American 


ever came to this country surreptitiously. - 


We get no real upstanding American citizens 
out of the dregs of humanity that crowd 
into smugglers’ holds, fit company for 
illicit rum and outlawed drugs. What kind 
of an American can be made out of the 
individual whose first experience of America 
comes through defiance of her laws, and 
evasion of her authority? He comes through 
crime and he brings crime with him. He is 


Children from Holland. 


an outlaw from the moment he lands on 
American soil. He has learned contempt 
for law and order, for all that stands for 
America. 


Americanize or Alienize 


VERY undesirable alien who finds his 

way into the United States plays his 
part to prejudice all Americans against all 
aliens. The foreigner of low mental and 
moral standard who comes to us automati- 
cally stirs the apprehension of the American 
people against every foreigner. He dam- 
ages the standing of every good foreign 
born resident or citizen who is seeking to 
make his way in this country. For this 
reason every citizen of foreign birth should 
be alert to put our immigration on the high- 
est possible plane. He should support every 


measure that will make for better immi- 
grants. It is clear to me that we must 
Americanize the alien before the alien alien- 
izes America. 

To this end, therefore, I propose that 
the Federal government enroll every alien 
upon his arrival in this country and issue 
to him an identification card, which will 
establish his right to be here. Over a pe- 
riod of years I would provide for an annual 
census of these aliens, in order that we 
might offer to those legally here every op- 
portunity to learn what America means, 
what its traditions are, and what life in 
America has to offer them. I would see 
that they were given every chance to be- 
come good American citizens, and if they 
proved worthy, I would accept them through 
a simplified naturalization plan. If they 
proved unworthy I would send them whence 
they came. 

It is plain to me that under this system 
we would have no difficulty in weeding out 
the illicit immigrant, the smuggled oriental 
and the apostle of destruction who has 
found his devious way to America to preach 
the downfall of American institutions, the 
destruction of all law and order. The alien 
unable to produce his identification card 
would be given a hearing, and if after a 
fair and impartial investigation he was 
unable to establlsh his right to be here, 
he could be summarily and promptly de- 
ported. 

This enrollment plan is no radically new 
departure in our American scheme of things. 
Every American citizen under the law must 
register himself before he can exercise the 
right of suffrage under our laws. There 
has been some objection to the enrollment 
of the alien on the ground that it might 
develop into some sort of an espionage sys- 
tem. I cannot find any basis for this 
thought. The registration lists of ‘our citi- 
zenship have never been used for such a 
purpose, and there is no more reason to 
believe that the enrollment of the alien 

(Concluded on page 346) 
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What Will the 68th Congress Do? 


By J. BART CAMPBELL 


Taxation in the Forefront. Taking Up the Question in 
Congress Considered by One Leader to Be Unwise Unless a 


Majority Could Be Pledged in Favor of the Mellon Plan. 


No 


Reductions for 1924. Public Insistent on Coal Legislation. 


ONGRESS and taxation. The two 
have, perhaps, never been so in- 
dissolubly associated in the public 
mind as in this month of December, 
Nineteen-twenty-three. 

And with the convening of the 68th Con- 
gress the subject that so vitally affects the 
American pocketbook has, perhaps, never 
been more involved in a confusion of ideas, 
a conflict of opinion, a collision of judgment. 

The bare announcement of Secretary 
Mellon’s plan to slash the nation’s tax burden 
some $363,000,000 was sufficient to kindle 
hope in the American taxpayer. 

It naturally evoked the warmest com- 
mendation for the shrewd, far-sighted finan- 
cier who is frequently referred to as the 
greatest Secretary of the Treasury since 
Alexander Hamilton. 

But what took the professional politicians 
by surprise was the tidal wave of popular 
acclaim which met the mere suggestion of 
tax reduction. 

In the term of the man on the curb, Mr. 
Mellon “started something.” 

What the end will be, what the effect on 
business, on politics, on the American mind, 
the Mellon plan, and the stormy debate sure 
ta rage around it in Congress, will have, even 
the oldest, most conservative and most ex- 
perienced leaders of Senate and House ad- 
mit, cannot be foretold with any degree of 
certainty or probability. 

“It would be well to lay off prophecies,” 
suggested one of the wisest of these leaders 
to the writer, “at least until we see what 
Robert Marion LaFollette and his wrecking- 
crew are going to do.” 

“Everybody is in favor of reducing taxes, 
but everybody is not agreed how they should 
be reduced,” said Senator Hiram W. John- 
son, as letters, telegrams, newspaper edi- 
torials and articles, telephone calls, personal 
visits, continued to deluge the men who are 
supposed to sit in judgment on “The Hill” 
at Washington. 


Want Assurance of Support 


ENATOR REED SMOOT, 

enced and wise in the whims and ways 
of Congress, strongly advised against the 
opening up of the tax question unless a 
majority could be pledged in both Houses 
to support the Mellon plan. 


experi- 


And such sage counselors as Senator 
Henry Cabot Lodge and Senator Charles 
Curtis agreed with him that with Republican 
control of Senate and House a nebulous, un- 
certain quantity, and with the dangerous bal- 
ance of power it were possible for the so- 
called LaFollette “progressive bloc” to wield 


in either branch, something to be recognized 
and dealt with, the situation was fraught 
with uncharted economic shoals and un- 
guessed political bars. 


Mr. Mellon’s Warning 


HE warning of Mr. Mellon that “to em- 

bark on any soldiers’ bonus, such as was 
considered in the last Congress, would make 
it necessary to drop all consideration of tax 
reduction,” served to emphasize the perils of 
the situation which old, conservative leaders 
like Smoot and Lodge and Curtis had in 
mind. 

There came forth as Congress met a 
familiar babel of sound from those in both 
Houses who have stood out frequently in 
the past as bidders for the so-called “soldiers’ 
vote.” 

These advocates of the soldiers’ bonus 
apparently could see nothing illogical in their 
urging “adjusted compensation” for World 
War veterans and tax reduction at the same 
time, while all the while engaging in caustic 
criticism of the Mellon proposal. 

The LaFollette group were among the 
first to predict the passage of a soldiers’ 
bonus bill and the defeat of the Mellon plan. 

Senator Smoot, new helmsman of the 
Senate Finance Committee, promptly sug- 
gested that what Senator LaFollette and his 
associates had in mind was the restoration 
of the old excess profits taxes and of the 
higher surtax brackets for the avowed pur- 
pose of providing a soldiers’ bonus. 

This scheme was not only admitted by 
the self-styled “progressives,” but naturally 
found an ardent champion on the Demo- 
cratic side in such denunciators of Mr. Mel- 
lon and the national fiscal system as Senator 
“Tom” Heflin of Alabama. 

Senator Smoot at once announced he would 
again propose a sales tax as the “most sensi- 
ble and practicable method” of financing a 
soldiers’ bonus, if a majority of Congress 
were determined to bequeath a_ soldiers’ 
bonus to the American taxpayers as the 
first step toward a permanent World War 
veterans’ pension system. 

Senator Smoot also made known his pur- 
pose to reintroduce his joint resolution 
(S.R. 97) for an amendment to the United 
States Constitution to abolish tax free se- 
curities once the general debate on the tax 
question were begun in the Senate. 

“The way of the taxpayer is, indeed, hard,” 
was the characteristic commentary of Senator 
George H. Moses. He pointed out that the 
line-up in the Senate alone would be a paper 
one of 46 Republicans, 43 Democrats and 7 
“insurgents.” 

With such a line-up certain to be produc- 
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tive of filibustering tactics for which the 
Senate is notorious, and a number of pros- 
pective candidates, Presidential or other- 
wise, desirous of employing the upper cham- 
ber as a forum during the next year’s elec- 
tion flurries, Senator Moses suggested it was 
not improbable the 68th Congress would run 
on like did the 64th, which did not adjourn 
until September 8, 1916, after convening on 
December 6, 1915. 

A “gentleman’s agreement” would permit 
the present Congress to get away for the 
national conventions next summer without 
the necessity for an adjournment, a political 
arrangement which has often been made be- 
fore. 

In the meanwhile, what of tax reduction? 

In the first outburst of enthusiastic re- 
sponse to the mere suggestion of Mr. Mellon 
that taxes ought to and could come down, 
many lost sight of the fact that the nation’s 
tax burden could not actually be reduced 
until March 15, 1925, or more than a year 
hence. 

Even if Congress were in accord on the 
Mellon plan, or any other plan for slashing 
taxes, and were to rush through a new tax 
law, with an extraordinary speed not to be 
anticipated, however, on the verge of a 
Presidential campaign, taxpayers who are re- 
quired to fulfill their national obligations 
with each calendar year would not benefit 
until after they had paid their taxes for 
1923 in full next year. 

But even the thought that taxes might be 
reduced more than a year hence has been suf- 
ficient to galvanize into action that public 
opinion of which even the worst of profes- 
sional politicians and demagogues naturally 
stand in considerable awe and dread. 

It is on this public opinion—the public 
opinion founded on hard, common sense— 
that the older, more experienced, more con- 
servative leaders of both big parties in Con- 
gress are depending largely to compel the 
adoption of a wise, effective tax policy that 
will benefit the people, safeguard business, 
and, withal, banish “radical” shiboleths and 
panaceas. 


First Tax Move in the House 


HE first actual move toward tax re- 
duction will be made in the House, in 
which body all' revenue legislation must, of 
course, originate under the Constitution. 
To the House Ways and Means Com- 
mittee must then be committed the tax bill 
sponsored by administration leaders, and all 
other tax measures, representative of an 
inevitable conflict of proposals and opinions, 
which are certain to make their appearance 
in the lower chamber. 
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The customary committee hearings will 
follow, with every shade of thought and 
viewpoint seeking an expression, and the 
committee members divided on Republican, 
Democratic and “radical” lines. 

Whatever “majority” bill is whipped into 
shape and reported from committee finally 
will have to bear the brunt of repeated at- 
tacks from the anti-administration forces, 
and unless the House Rules Committee is 
able to function as effectively as it did in the 
last Congress, the path of tax revision in 
the lower chamber will probably be tortuous 
and rocky, with the time for it to wind its 
troublesome way into the Senate remote and 
uncertain. 

There is every indication as these lines 
are written that the tax question will become 
inextricably interwoven with the soldiers’ 
bonus, and the two, by the hour they do 
reach the Senate, will be hardly recognizable 
by either friend or foe. 

The battle over both will have to be fought 
all over again in both the Senate and the 
Senate Finance Committee, with the injec- 
tion of interminable debate frequently not 
at all germane to the question of whether 
the nation’s tax burdens shall be reduced, 
and how. 


Fight Will Revolve Around 
These Points 


i? is already pretty well established, how- 
ever, that the fight over the various tax 
proposals advanced in Senate and House 
will revolve around the chief points of the 
Mellon plan, which have been clearly sum- 
marized by the Associated Press as follows: 

1. Reduce the income tax on earned incomes 25 
per cent. 

2. Reduce the 4 per cent normal tax to 3 per 
cent. and the 8 per cent. one to 6 per cent. 

3. Begin surtax application at $10,000, scaling tax 
progressively upward to 25 per cent. on $100,000. 

4. Limit deduction of capital losses to 12% per 
cent. of the total loss, 

5. Limit gross income deductions for interest 
paid and for non-business losses to the amount 
the sum of these items exceeds tax-exempt income. 

6. Tax community property income of the spouse 
having control of the income. 

7. Repeal taxes on telephones, telegrams and 
leased wires. 

8. Repeal tax on theater admissions. 

9. Repeal miscellaneous nuisance taxes. 


No Change in 1924. 
Payments 


HE Treasury Department is authority 

for the statement that while revised ex- 
cise taxes would probably become operative 
the instant a new tax law became operative, 
no change would be possible in the income 
tax rates to be paid during 1924, the new in- 
come tax rates proposed, if adopted, becom- 
ing effective only during 1925. 

It is therefore the official, as well as the 
general opinion, that practically nothing can 
be actually accomplished toward cutting 
taxes until at least another year shall have 
passed away. 

But even with 1925 as their objective, there 
are leaders of both Senate and House who 
are going ahead in the hope that public 
opinion will force a majority of Congress to 
agree to a practical tax program before that 
time. 

Turning from taxation, an all-important 
subject naturally uppermost in the minds of 
those in and out of Congress, the attention 
is, of course, directed to the Budget and the 


some fourteen appropriations bills, exclusive 
of the Post Office Department, which must 
engage much of the serious business of 
Senate and House during the coming 
months. 

It is hoped the $3,000,000 Budget will serve 
as a guide again for Congressional and ad- 
ministrative economies, without which there 
can be no genuine or permanent tax revision 
or reduction. 

Already there are unmistakable indications 
that another raid on the national “pork bar- 
rel,” and even attacks on the Budget itself, 
are contemplated in some Congressional quar- 
ters, but administration leaders are confident 
the policy of economy in administration and 
legislation laid down by the late President 
Warren G. Harding will continue to prevail 
despite expected drives for rivers and har- 
bors and public buildings appropriations. 

How much time Congress will expend 
upon the inevitable, multitudinous fiscal 
items involving the financing of the Federal 
Government for the next fiscal year is, of 
course, problematical. 

Some of the appropriations proposed—nota- 
bly prohibition enforcement—are fraught 
with such political possibilities in the eyes of 
certain Senators and Representatives that 
they will doubtless be employed as vehicles 
for much speech-making on the eve of the 
spring primaries and the summer conven- 
tions. 


Neither Railroad nor Tariff 
Legislation ? 


HE railroad and the tariff questions, 

so intricably tied up with the agricultural 
problem, will unquestionably be pushed for- 
ward by the so-called “progressive bloc” and 
“farm bloc,” but Senator Smoot is one of 
the Republican leaders who predict there 
can be neither railroad nor tariff legislation 
at this session of Congress. 

The LaFollette and the Capper groups, 
aided and abetted by the Brookhart and 
the Magnus Johnson contingent, will, accord- 
ing to the plans they have already revealed, 
renew their demands for the repeal or modi- 
fication of the Esch-Cummins Law, for the 
reduction of freight rates and the establish- 
ment of “better markets” for the farmers. 

Senator Albert B. Cummins of Iowa has 
talked freely of compulsory consolidation of 
various railroad systems, of the abolition of 
the Railroad Labor Board. Senator Capper, 
as chairman of the “farm bloc,” has stressed 
the reduction of freight rates as of most 
importance. 

Senator LaFollette has decided views re- 
garding the railroads, which are not in ac- 
cord with those of either Senator Cummins 
or Senator Capper, and once the subject is 
reopened there is likely to be endless debate 
with scant prospect of any real legislation 
affecting the transportation problem, in the 
judgment of both Republican and Demo- 
cratic leaders, although it is certain to be 
made one of the chief issues of the session, 
as well as of next year’s Presidential cam- 
paign. 

The viewpoint of Senator Capper is, of 
course, considerably at variance with the 
viewpoint of Senator LaFollette, but the 
former, the chairman of the “farm bloc,” 
had this to say recently of the railroad and 
agricultural situation: 
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“The farmer is not asking any favors, but 
we want relief in the matter of transporta- 
tion. We ask this in no spirit of hostility 
to the railroads; they are giving us the 
best service in their history. But the rail- 
roads are in a more prosperous condition 
than ever before, and the matter of rate 
adjustment is essential for an equitable dis- 
tribution of prosperity and the permanent 
welfare of the nation.” 


People Have Settled Convic- 
tions on Coal 


RESSURE for coal legislation is also 

expected to be as strong as that in- 
volving the railroads and agriculture. Some 
leaders of Congress think that pressure may 
prove “irresistable,” others do not. Most 
of them agree that the coal situation this 
winter, and the possibility of a bituminous 
strike this spring, may be deciding factors. 
Protests against the increased and increas- 
ing costs of coal are deluging both branches 
of Congress as this is written, and even so 
conservative a legislator as Senator Smoot 
had this to say: 

“T think that legislation embodying recom- 
mendations of the Coal Commission is very 
likely to be passed. The people of the coun- 
try have arrived at a conviction that un- 
reasonable profits have been made in coal 
and, after thorough inquiry, the Commission 
reported that this is true. If the few gentle- 
men who largely control the industry will 
not, on their own’ motion, regulate it as it 
should be regulated, then Congress will have 
to do it.” 

Among the important recommendations of 
the Commission were the following: 

Creation of a special division of the In- 
terstate Commerce Commission to deal with 
coal; publicity of costs and profits; publicity 
of earnings, and living conditions and costs 
among the miners; a graded tax on royalties 
and differential profits; greater use of water 
transportation. 

With publicity as a chief weapon against 
“coal profiteering,” and legislation based om 
the right of Congress to regulate interstate 
commerce, an attempt will doubtless be made 
to secure the enactment of a coal bill. 
Several members of the so-called “progres- 
sive bloc” are prepared to sponsor the most 
drastic legislation, while certain members of 
the more conservative New England dele- 
gation are equally insistent a “remedial coal 
measure” be passed. 

Representative William J. Graham of 
Illinois, a Republican member of the House 
Interstate Commerce Committee, who is in 
no way affiliated with the LaFollette group 
and who in no way can be described as a 
“radical,” was considered to have summed 
up the viewpoint of one more or less con- 
servative group in the. House when he said: 

“T have heard some suggestions that Con- 
gress ought to pass the necessary appro- 
priations bills and adjourn. I do not favor 
this. The people of the country are com- 
plaining bitterly about the coal situation. 
This is particularly acute in the industrial 
New England States. 

“The agricultural parts of the country de- 
mand lower freight rates. The people largely 
believe high freight rates are caused by 
Section 15 A of the Interstate Commerce 
Act, inserted there by the Transportation 
Act of 1920. 
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“Both the coal situation and the railroad 
rate question require legislative action. If 
Congress sits down and does nothing except 
pass its appropriations bills it confesses its 
incompetency to deal with these questions. 
Congress should consider them. We should 
find out whether by legislative action we 
cannot help the coal situation. 

“So far as Section 15 A of the Interstate 
Commerce Act is concerned, the great rail- 
road systems of the country are now attack- 
ing the constitutionality of the part of it 
they do not like, the Recapture Clause, in 
the courts, and demanding that Congress keep 
its hands off the part of it they do not like. 

“Tt seems to me, especially in view of this 
condition, that the whole section ought to 
be gone into to see what effect it is having 
on railroad rates. 

“If Congress does'not make every reason- 
able effort to consider these matters, a lot 
of people in the country are going to ask 
why.” 

The views of Representative Graham have 
already found echo in those expressed by 
Senator Capper, chairman of the “farm 
bloc.” 


Many Immigration Bills 
Expected 


MMIGRATION is another knotty subject 

about which there is bound to be much 
ado at this session of Congress. 

Various solutions of the problem are cer- 
tain to be offered—a flood of immigration 
bills may be anticipated—and the advocates 
of “selective immigration” at foreign ports, 
the weeding out of “undesirables” before 
they sail for American shores are likely 
to give strong and lengthy expression to a 
plan which is gaining ground rapidly. 

With regular Republican control of both 
Senate and House purely fictitious, and the 
so-called LaFollette group of “pregressives” 
causing the administration forces both an- 
noyance and concern, the attitude of the 
Democrats—greatly strengthened since the 
Republican avalanche of 1920—is certain to 
be closely watched by political observers and 
prophets as Congress settles down to busi- 
ness. 

The Democratic minority in the last Con- 
gress fought the reductions in the larger in- 
come or higher surtaxes proposed and ef- 
fected by the Republican majority when the 
rate was lowered from 65 to 50 per cent. 
Democratic leaders now declare this reduc- 
tion “relieved ‘big business’ of taxes totaling 
$65,000,000 a year,” and they intend to try 
to put these taxes back. . 

It is recalled a combination of Democrats 
and so-called “progressive bloc” Republicans 
defeated the efforts of the Republican ma- 
jority in the last session to exempt from 
taxation those corporations of whose busi- 
ness 80 per cent was done in foreign coun- 
tries. 

A similar combination at this session, 
when the membership of the “progressive 
bloc” is greater, might give emphasis to the 
Democratic demand now for a general re- 
vision of tax laws for the purpose of “in- 
creasing taxes on great wealth and reducing 
those on small incomes.” 
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Little Possibility of Any 
Tariff Tinkering 


HE Democrats are also expected to make 

their customary fight on the Republican 
tariff, but in this they can hardly anticipate 
any support from the “farm bloc,” or from 
any on the Republican side except the “ex- 
treme radicals.” 

The Republican majority will stand on the 
statements made frequently in administration 
quarters that the McCumber-Fordney tariff 
bill has benefited the country, including the 
farmer, while the Democratic position will 
be that assumed in a statement issued from 
the headquarters of the Democratic National 
Committee “that the McCumber-Fordney 
tariff has yielded $4,000,000,000 a year, of 
which $500,000,000, or one-fourth, has gone 
into the Federal treasury, while $3,500,000,- 
000, or three-fourths, has gone into the 
pockets of the manufacturers.” 

Both sides concede, however, that there is 
little possibility of any “tariff tinkering” at 
this session. On the other hand, Republican 
leaders express complete satisfaction with 
the way the McCumber-Fordney tariff is 
operating, and profess no concern over the 
attacks the Democrats are planning to make 
on it in next year’s Presidential campaign. 

The same Republican leaders also appear 
contented with the manner in which the 
Tariff Commission is functioning under the 
provisions of the “flexible tariff.” They do 
not regard as likely important changes by 
the Commission in the wheat or other major 
schedules of the McCumber-Fordney Act, 
especially as administration influences are 
recognized to be paramount in the commis- 
sion. 


In Foreign Affairs 


T is not exjected that the Senate will be- 

come seriously entangled in foreign af- 
fairs at this session, especially as it is 
thought the World Court plan is likely to 
linger in the Senate Foreign Relations Com- 
mittee which is controlled by anti-League 
of Nations “irreconcilables.” 

The only subjects likely to provoke con- 
troversy—and not serious or protracted con- 
troversy—are the Turkish Treaty and the 
proposed “rum-running restriction pact.” 

Oppossition to both is, of course, antici- 
pated—that to the Turkish Treaty from those 
who believe the Turks got the best of it 
at Luzanne—and that to the “rum-running 
treaty” from those opposed to the Volstead 
Act and all its works. Ratification of both 
is regarded as probable, however, by mem- 
bers of the Senate Foreign Relations Com- 
mittee. 

“Volsteadism” is bound to provoke fre- 
quent and acrid debate in both Senate and 
House, and attempts to modify or strengthen 
the Volstead Act are certain to be bitterly 
fought, but Republican, Democratic, and 
even “radical” leaders, concede a majority 
of Congreess is still overwhelmingly “dry.” 

The customary Congressional or “smell- 
ing” investigations will doubtless be in 
order, and will probably include prohibition 
enforcement, but beyond consuming or wast- 
ing the usual amount of time given to such 
“probes,” they are not considered to do more 
than furnish newspaper reading or add to 
the gayety of the nation. 
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Altogether, the 68th Congress opens with 
the eyes of the nation focused upon it, and 
the supreme test of Republican or Demo- 
cratic or “radical” leadership yet to be made: 
when another Presidential campaign ap- 
proaches, and the issues to be debated and 
fought out and decided or lost in Senate and 
House, will again be debated and fought 
out and decided or lost on the stump or at 
the polls. 


Immigration 


(Continued from page 343) 


would subject him to any surveillance that 
has not been imposed upon the citizen 
through our election registration plan. No 
man whose life is open and aboveboard 
could object to enrolling himself as a pro- 
spective good citizen, any more than any 
American today objects to enrolling him- 
self as a voter. 

Not long ago a distinguished member of 
a certain eastern European racial group in 
America was quoted as saying: 

“This country is not a ‘nation’; it is a 
gathering together of peoples from every 
corner‘of the earth. No one racial group, 
no matter how early settled in this country, 
can furnish more than one note in this vast 
symphony of nations.” 

This means that this new American, and 
those whose minds run with his, believes 
there is no real America. It means, if 
this idea is to prevail, that the history of 
this country, its traditions, its ideals, will 
be forgotten. It means that this great coun- 
try, stretching from sea to sea, is to be 
a mere jumble of racial groups, each pre- 
serving its own racial customs and _ its 
own racial language, without common -lan- 
guage or ideals. It means that the whole 
fabric of social, economic and political life, 
built up through the toil and suffering of 
the last 150 years on this continent, is to 
be shattered, It means that the principles 
of union and liberty for which men have 
laid down their lives, from Bunker Hill to 
the Argonne, shall perish in a welter of dis- 
cord like unto that which fell upon Babel. 

That is not the America that I know. 
I trust it is not the America that my chil- 
dren shall know. It is not the America 
that my people came across the ocean to 
seek. My father came here to become an 
American, and he became one. When as a 
lad of eight, I followed my mother as, with 
her six children, she came forth from the 
shadows of the Old Castle Garden immi- 
gration station, I came to a new life. She 
did not bring her children here to preserve 
the language and customs and ideals of the 
land she had left behind. She visioned her 
sons growing up part and parcel of the great 
new civilization to which she had brought 
them. On the threshold of this country all 
that there was about that family of the old 
world fell away, and it faced the future as 
a family of Americans—Americans in heart 
and in soul. .When those who come to us 
from abroad fail to consecrate themselves 
wholly and entirely to America, to American 
life, American institutions and American 
ideals, then we will have lost the thing which 
has made America great. 

We can have no divided allegiance, no 
double loyalty. An American must be for 
America against all the world. 
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Business and Banking Policy in 
an Unstable World 


By BENJAMIN M. ANDERSON, JR., Ph.D. 


Economist of the Chase National Bank, New York 


Business Has Now Been Adjusted to Meet Unexpected 
Shocks. Bank Risks Lessened by Greater Diversification. Recent 
Experiences Have Enabled Business Operations to Be So Con- 
ducted That the American Credit Situation 


HE American business man is tem- 

peramentally an optimist. He is also 

an individualist, and he is a man of 

great plasticity and flexibility of 
mind. Confronted with unusual situations, 
the does the necessary unusual things. If he 
is told and convinced that it is no longer 
safe or advisable to proceed along accus- 
tomed lines, he does not cease his activity, 
but merely modifies it in such a way as to 
get around the obstacles that interfere with 
his accustomed practices. 

The price and credit system under which 
modern business goes on is an exceedingly 
tough, and a marvelously plastic and adapt- 
able thing—tough because plastic and adapt- 
able. Prices have as their primary function 
the guidance and control of industry and con- 
sumption. Rising prices are a signal either 
of increasing consumption or of decreas- 
ing production, with a resultant change in 
relation of supply and demand. Rising prices 
tend to correct themselves by checking con- 
sumption and increasing production in a 
given line. Falling prices similarly tend to 
<orrect themselves by increasing consump- 
tion and checking production. To the ex- 
tent that dealers in the markets are well 
informed as to circumstances affecting sup- 
ply and demand, prices tell the truth and con- 
stitute safe guides. To the extent that men 
in the markets can look ahead and foresee 
future conditions, affecting supply or de- 
mand, present prices tend to reflect those 
future conditions and to give satisfactory 
guidance for long run plans. When there 
are unusual risks in the market and unusual 
uncertainties regarding the future of par- 
ticular commodities, buyers and sellers tend 
to take these also into account in the prices 
they are willing to pay or willing to accept, 
and the risks tend to be “discounted” in the 
markets. Credits are based on values, and 
credit men studying markets studying indus- 
tries as well as individual firms, tend so to ad- 
just conditions of credits as to take account 
of unusual risks and unusual uncertainties. 


Caution in Business 


VEN when American business men meet 

wholly unanticipated shocks and dangers, 
they show a marvelous facility in shifting 
position, in making readjustments, and in 
minimizing losses. Business men in most 
lines have anchors to windward which few 
outside of their special trades know about. 
‘When everything is apparently serene and 


everybody is expecting unlimited prosperity, 
men often grow careless, and sudden shocks 
may pull a good many of them down, but 
in a situation like the present, where every- 
body is aware of the fact that there are un- 
certainties and dangers, very few are putting 
themselves in positions from which they 
could not extricate themselves if the an- 
ticipated dangers should become realized. 


Selling Abroad 


LLUSTRATIONS may be found in many 

markets. On the face of it, it would seem 
to be exceedingly dangerous and difficult to 
do business with customers in foreign coun- 
tries whose moneys are fluctuating violently 
day by day and week by week. It would seem 
particularly dangerous for American busi- 
ness men to do business which required them 
to keep balances in foreign banks in the 
currencies of the foreign countries. A drop 
in exchange rates might easily wipe out any 
possible merchandising profits which they 
might make. None the less, American busi- 
nes men have done this thing with safety 
by the very simple expedient of shifting to 
the exchange market the risks in exchange. 
The American merchant with a franc bal- 
ance in a bank in Paris may sell a future 
contract for the delivery of an equal amount 
of francs in the foreign exchange market, 
and then may enjoy peaceful sleep. If francs 
go up, he loses on his future contract, but 
he makes a corresponding amount by the 
rise in the dollar value of his Paris balance. 
If francs go down, he loses on the francs 
which he has in Paris, but he makes a cor- 
responding amount on his future contract. 
These so-called “hedging” operations can be 
found in many businesses and in many mar- 
kets as well as in the foreign exchange 
market. 


USINESS risks can be minimized by 

the diffusion of risks. The danger of 
seeing a particular market grow stale may 
be met by the effort to sell goods in moderate 
amounts in a number of different markets, 
diversified, not merely geographically, but 
also by the character of their activity. Mer- 
cantile credit risks may be minimized again 
by diffusion, the business man seeking to 
have a larger number of bills and accounts 
receivable of smaller average amount, with 
increased geographical distribution as com- 
pared with what would content him in quieter 
times. 
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Remains Safe. 


This is strikingly true of banks. The 
general theory of commercial banking rests 
on the principle of the diffusion of risks. 
Large city banks, particularly, scatter their 
risks among many industries and among 
many different sections of the country. They 
seek to have their customers so diversified 
that not all will be borrowing heavily at the 
same time of the year, and in many other 
ways they diversify their business. This is 
not always possible for smaller banks in 
localities given up predominantly to a par- 
ticular line of business, but even these banks 
have learned to scatter their risks by placing 
part of their funds in commercial paper 
bought outside their own community. 

Further, banks diversify their risks by the 
very general practice of having every busi- 
ness of important size deal with a number 
of banks rather than exclusively with one. 
Of course, the very largest businesses would 
find one bank inadequate. Under both 
Federal and state bank laws in the United 
States, banking institutions are generally 
limited to a certain percentage of their 
capital and surplus in the loans which they 
may make to a single enterprise, and the 
largest businesses, therefore, necessarily deal 
with more than one bank. But in their own 
interests, banks generally go much farther 
than this. Thus, a bank which might lend as 
much as three and a half million dollars to 
a single customer may well prefer that a 
customer whose aggregate bank borrowings 
do not exceed $800,000 should borrow, say, 
$200,000 from each of four banks rather 
than $800,000 from one. This has been true, 
also, of acceptance credits. Several banks 
often participate in them. An acceptance 
credit of half a million dollars is often dis- 
tributed among several banks, any one of 
which could easily take care of a much 
greater amount. 

The same thing is, of course, especially 
true of the “commercial paper,” so-called, 
which many business houses have sold in the 
open market through brokers. The com- 
mercial paper of a given large house is 
usually held in moderate amounts by a good 
many different banks. 


When Caution Gave Way 


E were caught in a wholly unfamiliar 
situation in 1919-1920. The great price 
reaction which most of us expected at the 
armistice did not materialize, and, after a 
moderate decline in prices, a sharp upturn 


began in April which carried prices to levels 
higher even than those reached during the 
war. The basis of this rise in prices was pri- 
marily a continuance of the conditions that 
had brought about the war-time prices, name- 
ly: (1) the failure of Europe to go back to 
work, (2) a very great increase in Europe’s 
buying on credit from the outside world 
made easy by the cessation of the sub- 
marine menace, and for a time by great 
credits given by our own Government to 
Europe, (3) continued lavish expenditure by 
governments throughout the world, including 
our own Government, which went on, among 
other things, with its ship building pro- 
gram. To these causes were added a general 
relaxation from war-time economies, and an 
indisposition to take up at once with full 
vigor peace-time pursuits, which manifested 
themselves even in the United States. 

Everybody was cautious in the winter of 
1918-1919, but when prices turned upward 
in the spring, caution quickly gave way to a 
most unreasoning optimism and enthusiasm. 
The business world, moreover, fell under the 
spell of a very erroneous diagnosis of the 
situation that was based on the quantity 
theory of money. Business men and bank- 
ers were assured on high academic authority 
that we were on a permanently higher price 
level, due to the great volume of gold that 
had come into the country and the great 
volume of bank credit afloat. They were 
told by one authority that prices might rise 
5 per cent or 6 per cent above the prevailing 
level or might go 5 per cent or 6 per cent 
below that level with the business cycle, 
but that the approximate level was per- 
manent and safe. Bradstreet’s index-of com- 
modity prices thereupon rose something like 
15 per cent, and then dropped 49 per cent! 

Our business and banking world has learned 
its lessons from this experience. Not in the 
near future will business men and bank- 
ers trust general propositions, based on in- 
dex numbers and figures of money and 
bank-credit, as a substitute for the inten- 
sive study of particular markets. Sound 
general reasoning regarding the value of 
money and the causes governing the general 
price level, they, perhaps more than ever, 
appreciate the importance of, but they will 
not be so easily impressed by reasoning 
based on the quantity theory of money as 
they were in 1919. That theory is badly 
battered by our recent experiences. 


Have Steered a Skillful 
Course 


INCE the crisis of 1920, achievements of 

American business men and bankers have 
been superb. They have steered an extraor- 
dinarily skillful course. Since recovery from 
depression began late in 1921, there has not 
been anything that even approached dis- 
turbance in the general credit situation. 
Business goes on. Debts are created and 
debts are liquidated. Plans are made and 
carried out. The general credit situation is 
unshakably strong, and few mistakes of im- 
portance are made even in the details of 
giving and taking of credit. 

How great an achievement this represents 
will best be seen if we consider the difficul- 
ties we have had to contend with during the 
past two years. Foreign complications have 
We have seen the 


multiplied thick and fast. 
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collapse of German finance and chaos in 
German politics and industry. We have seen 
acute tension between Great Britain and 
France in connection with the problem of 
dealing with Germany. We have seen public 
debt growing in all the Continental belliger- 
ent countries. Italy has presented an ul- 
timatum to Greece which not only threatened 
war for Italy and Greece, but even the con- 
tinuance of the League of Nations. Revolu- 
tionary changes in government have taken 
place in Italy and in Spain. The Balkans 
have been disturbed by friction with outside 
countries and by revolution and counter- 
revolution in Bulgaria. There has been 
acute strain among several countries in con- 
nection with the settlements in Turkey. Great 
Britain has suffered prolonged trade depres- 
sion. There has been progressive financial 
strain in Brazil and in Portugal. The Argen- 
tine and other South American countries pro- 
ducing grain and live stock have been under 
the same kind of pressure that many of our 
own grain growers and live stock producers 
have faced. China has been in almost con- 
stant turmoil, the establishment of orderly 
government there being exceedingly difficult. 
An unprecedented earthquake has stricken 
Japan. Both in politics and in economic 
matters, the world is obviously in unstable 
equilibrium, and there must obviously be 
many readjustments of one or another kind, 
some of them pretty sharp and pretty violent, 
before the old stability of pre-war days can 
be restored. In the midst of all this, how- 
ever, American business has gone on, and 
the American credit situation has remained, 
not merely safe, but actually tranquil. 


Business Braced for Shocks 


E, in this country, during the past year 

and a half have gone through a boom 
of great intensity and a sharp reaction. The 
general average of commodity prices on 
Bradstreet’s index number rose 15 per cent 
from August of 1922 to April of 1923, and 
fell 8 per cent in the four months that fol- 
lowed. Many individual commodities have 
varied much more than that. We have had 
to contend with a lack of balance between 
agricultural prices and manufacturing prices, 
and acute argicultural distress in many sec- 
tions of the country. The cotton trade has 
been hampered by the ravages of the boll 
weevil and a very abnormally short cotton 
crop. There have been dramatic disorders 
in the oil industry. None of these things, 
however, has sufficed to shake our credit 
position or to bring about anything approach- 
ing general market disorders. We have 
learned to steer a course through troubled 
waters. 

In pre-war days many of the least of these 
difficulties would have brought about serious 
credit and market disorders. The London 
money market and the New York and Lon- 
don stock exchanges used to be sensitive 
to happenings which they will ignore en- 
tirely today. In a tranquil world, men took 
risks lightly and made plans for doing large 
business on narrow margins. Relatively 
slight shocks could upset their plans, and 
could upset them the more readily because 
they were unanticipated. Today the markets 
know that from some quarter or other bad 
news is going to come from time to time. 
They are braced for it. When it comes, it 
is frequently already discounted in the prices. 
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Different industries, different markets, and 
different parts of the world have always, in 
fact, been intimately inter-related. Condi- 
tions in the cotton trade are affected not 
merely by conditions in the raw cotton mar- 
ket, but also by factors affecting silks and 
woolens. The cotton trade in the United 
States is affected by general industrial con- 
ditions in many foreign countries as well as 
by special factors affecting the cotton trade 
in those foreign countries. Prosperity in 
steel and copper and grain growing means 
better demand for cotton goods. 

In considerable measure, the different in- 
dustries and different markets have always 
been aware of these inter-relations. The 
ablest men in business have always studied 
them, but to an extraordinary degree the 
rank and file of business men have become 
aware of them in recent years, and are 
studying them with a thoroughness and a 
care that would have been thought incredible 
in the days before the war. The economic 
education of the American business man 
and banker has made gratifying progress, 
and the price and credit fabric is strength- 
ened and steadied by that fact. Business 
men are studying (a) the figures of their 
own particular firms, (b) supply and de- 
mand in their own particular commodities, 
(c) the inter-relations of other markets, in- 
cluding foreign markets, with their own mar- 
kets, and (d) general factors affecting all 
business, such as the money market, the in- 
vestment market, the general movements of 
commodity prices, general developments in 
Europe, and the like. 


Working With Unusual 
Margins 


OUND mercantile and manufacturing 

policy, at the present time, involves work- 
ing with very unusual margins of capital 
and especially with unusual margins of 
liquid or working capital. Business men are 
keeping themselves in a position of liquidity. 
Sound policy involves great conservatism in 
the paying out of dividends and the making 
of unusual dividends out of profits to sur- 
plus. It involves caution both in the giving 
and in the taking of credits. It involves 
carrying moderate inventory, a policy of 
quick turnover with modest profits rather 
than seeking for larger speculative profits 
at the expense of slower turnover and greater 
risks. Sales are not so large, but are more 
numerous. Purchases and sales are indi- 
vidually smaller than they might well be in 
a more stable world, but are made more 
frequently and in greater number. Produc- 
tion is for the market rather than for stock. 
Banking policy and mercantile policy work 
together. The disposition of bank credit 
men is to tighten up standards, to ask for 
greater liquidity than they would once have 
demanded and greater capital margins than 
they would once have demanded from their 
customers, but it is rarely necessary for the 
banker to try to force these standards upon 
his customers. ‘There is a harmony of 
opinion in banking and mercantile quarters 
with reference to these matters. 

Our Federal Reserve banks have not been 
leaders in this more conservative credit policy 
in the period that has followed 1921. They 
performed great and distinguished services 

(Concluded on page 404) 
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Backfiring on the Farm Slump 


the State. 


ORTY bank officers sat around a 

table in the county seat of Dickinson 

County, Kansas. They had just en- 

joyed what the local paper would call 
a “banquet” and were ready to take up the 
evening’s business of the county bankers’ 
association—furtherance of the county’s 
farm finances. Every one of the twenty- 
six banks represented had a farmer con- 
stituency; some of the bankers had been 
farmers themselves. They had been through 
two years of deflation and there was yet 
plenty to do in liquidation of congealed 
loans. 

They wondered what to do about it. They 
discussed speechmaking in the public schools, 
the placing of more emphasis on thrift and 
how to increase savings. Finally one 
banker arose. 

“T’ll tell you what we need to put this 
county back on the old basis—cows. This 
county had in 1914 over 15,000 milch cows; 
the milk checks kept the farmsteads going ; 
they made our business stable. Now we 
have a little more than 9000 cows and their 
quality is not so good as ten years ago. We 
have doubled our wheat acreage—but it does 
not pay. Kansas has had fifty-seven bank 
failures in the past three years. Wisconsin, 
where they raise cows instead of wheat and 
sell $252,000,000 worth of dairy products 
to our $55,000,000, has had only seven—five 
of them due to misappropriation of funds, 
one to bad management and one to insuffi- 
cient business. For eighteen years before 
that there were only two—and depositors 
were paid in full. : 

“Why not let all us bankers get together 
back of an honest-to-goodness revival of 
dairying and bring back the good old times 
of the milk check, paid debts and stable de- 
posit accounts?” 

The idea met with approval on general 
principles—but how? The problem is gen- 
eral over the farm country. Meetings like 
this have been held in many counties trying 
to determine ways and means. This story 
is one answer to How? 


Bank’s Educational Plan 


S you drive into Sioux Falls, South 

Dakota, from the south you face a huge 
billboard with a life-size picture of a Hol- 
stein cow, the slogan, “Help Put South 
Dakota on the Dairy Map,” and a represen- 
tation of the Sioux Falls Trust Company 
building. The bank is large but as the 
visitor enters its lobby he is not sure it is 
a bank. An artistic sign faces him: “No 
one ever lost through an enduring faith in 
the Northwest.” Pictures of Holstein cows 
and dairy scenes with statistics on what can 


By CHARLES MOREAU HARGER 


Practical Method With Which a South Dakota Bank 
Set About Putting the Farmers of That State Into the Way of 
Profitable Farming. Has Brought 2000 Head of Cattle Into 
Correspondent Banks Were Invited to Participate. 


be accomplished through milk production 
line the walls. You are invited to visit the 
“cow corner.” This is a broad desk heaped 
with advertising pamphlets and photographs 
and behind it sits J. H. Hamilton, a former 
newspaper man who has charge of the bank’s 
publicity—just now mostly cow publicity. 
The bank is engaged in a vigorous campaign 
for the upbuilding of South Dakota on a 
non-slump basis and has accomplished almost 
remarkable results. 

South Dakota has had hard sledding agri- 
culturally. Its principal crop, wheat, showed 
decreased yields this year and last; its 
farmers have borrowed heavily and interest 
payments are slow. The Federal Land Bank 
had $14,000,000 in loans at the end of 1922; 
the -state loan board: had made $35,000,000 
and the War Finance Corporation had carried 
$14,700,000 in paper, of which 43 per cent 
only had been repaid. Yet South Dakota 
has kept its head and sought to work out its 
salvation through sound financial methods— 
helped by such undertakings as the bank is 
conducting. 


Dairymen Needed No Help 


F H. JOHNSON, its president, was one of 
¢ the bankers who went over to Minneap- 
olis to discuss the conditions of the banks of 
his territory in the summer of 1921. He was 
looking over the applications for loans from 
the War Finance Corporation and asked: 
“Why is it that there are so few requests 
from southern Minnesota?’ The answer 
was: 

“They raise dairy cows. Their milk 
checks pay their farmers’ bills and the banks 
are in good condition comparatively.” 

“Why can’t we do that in South Dakota?” 

“Because you have the wheat craze and 
can’t get away from it.” 

All the way home he thought about it and 
when he arrived he had mapped out the plan. 
It meant a vast amount of work; perhaps 
it would cost money—but a service to his 
state was needed and as head of its largest 
bank he thought it was up to him. 

“T became convinced,” said he, discussing 
the undertaking, “that. our farmers could 
not succeed by raising twenty-cent oats and 
forty-cent corn—the average price for the 
preceding two years—and were looking for 
a safe place on which to light.” 

As a first step he secured a practical 
dairy cow expert, F. W. Schafer, and put 
him on the payroll; he took the best ad- 
vertising man in town and gave him a desk 
in the bank; he established the dairy depart- 
ment—the “cow corner” of the institution. 
Two hundred correspondent country banks 
received letters telling them what was going 
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on. They were informed that they could 
share in the new plan, giving their custo- 
mers the same chance as had those of the 
trust company. This was the proposition: 

“We will advance the’ purchase price of 
dairy cattle if in addition to the cattle, 50 
per cent more security is available. We 
will allow eighteen months for payment. 
The original note to run for six months 
with the privilege of two extensions of six 
months each, provided one-half of the total 
income from dairy products and offspring 
have been applied on the note. The total 
payment per month not to be less than one- 
eighteenth of the total cost. Local banks 
are to collect one-half of income upon re- 
ceipt of same by farmer and remit to us 
by the tenth of each month. 

“The purchaser of dairy cattle must be 
equipped to take care of such cattle. A 
fair barn, an abundant supply of water and 
sufficient food are necessary. Alfalfa or 
other legume hay, silage, corn and oats make 
a good combination for dairy cows. 

“Applicants should not buy less than ten 
cows and a pure-bred bull. It has been 
proved that a farmer able to take care of 
dairy cattle profitably can handle ten head 
or more.” 

Early in 1922 Mr. Schafer was sent to 
buy the stock—high grade cows and pure- 
bred bulls. The bank furnished the money. - 
The first bunch was delivered in March, 
1922. 

“There are two ways in which the dairy 
industry may be built up,” said Mr. Hamil- 
ton, who has had the direction of much of 
the actual operation. “One is to introduce 
pure-bred sires of the dairy breeds and 
select our dairy cattle from the offspring 
of these animals. This process would be 
slow and based on the time that would be 
lost in this connection, probably very ex- 
pensive. The other method was to go out 
and purchase dairy cattle in communities 
where a surplus of such animals was avail- 
able. This surplus was located in southern 
Minnesota and Wisconsin.” 


Bank Has Imported 2000 
Head of Cattle 


INCE the beginning the bank has im- 
ported over 2000 such cattle into South 
Dakota. It was estimated that the farmer 
could pay out on his investment—running 
from $1,400 to $1,600—in eighteen months 
or less. 
“How did it come out—the time is about 
up?” I asked Mr. Hamilton. 
“Well,” said he looking at his records, 
“the first buyers are paying out. Just north 
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of Sioux Falls is Emil Schrader. He in- 
vested $1,385 in cows furnished by us June 
26, 1922. On July 8, 1922, he made his first 
payment, $13.50, being half the proceeds for 
the week. From July 8 to Nov. 13, 1922, 
he deposited $498. These cows produced 
in the four and a half months $996 besides 
furnishing his family with milk and butter. 
By March, 1923, he was paid out and had 
his cows and half the increase. 

“We had another customer, living a few 
miles out. This particular man was rather 
heavily involved, but rather than sell him 
out, our bank purchased for him on his 
personal note, fourteen head of cattle at a 
cost of $1,385 in June, 1922. Owing to the 
fact that he was unable to make another 
agreement with his landlord on the first of 
March, 1923, he held a sale and disposed of 
his dairy stock. At that time his cattle 
brought him over $1,600, and from the time 
he purchased them until he sold them, he 
had taken over $1,600 from the sale of his 
milk; this was sold at wholesale at Sioux 
Falls. 

“Another man who was in the same posi- 
tion as the above farmer, only about twice 
as badly off, was financed for thirty-four 
head of dairy cattle and on the first of 
March, 1923, he had a net balance of over 
$2,500. This man’s cattle was delivered very 
shorty after the middle of June, 1922, and 
the milk was sold on the Sioux Falls market 
during the period of what has been con- 
sidered very low prices for market milk.” 

“But no business is uniformly successful 
—do not some fail?” 

“One has failed—he was not fitted for 
handling cattle and we took back his supply. 
Another had illness and trouble and resold 
to us; we placed the stock elsewhere. But 
we try to find out if the buyer is fitted ve- 
fore we sell—and then there is little diffi- 
culty. 
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Herds on the Bank’s Farms 


66 A ND we practice what we preach. The 

bank owns ten farms,” he continued. 
“On each of these we have put from twelve 
to sixty-six cows, depending on the acreage. 
The total number of cows is 254 and the 
total acres 6600. The tenants take them on 
a fifty-fifty basis. Then we built a $15,000 
barn, the finest in the state, to care for the 
stock properly when it arrived, and we make 
it a sort of dairy school for our patrons. 
Our dairy expert visits our farms and those 
of our customers and gives advice on car- 
ing for the stock—I don’t see why we 
should fail.” 

“And you are keeping it up?” 

“Two hundred cows a month are being 
shipped in and we have applications ahead 
that will keep us busy for months. Of 
course we have not done it all, but the dairy 
products of South Dakota have increased in 
value over thirty per cent in the past two 
years—and dairying has only started on its 
progress.” 

“Now this is rather delicate—is it making 
the bank money?” 

“Not a cent directly. Indeed the expense 
is scarcely met. We try to fix the price of 
the cows and bulls—the cows about $110 
and bulls $150 to $250—so that the overhead 
will balance, but advertising and other ex- 
penses count up. Indirectly it pays. Of 
course, there is six to eight per cent on 
the notes of the buyers—the country banks 
are allowed to charge eight, but we discount 
their notes at six per cent—and that is all 
the direct benefit to us. But it does mean 
betterment for this state and that helps us 
all. Did you see any wheatfields as you 
came in?” 

We remembered that there was only a 
vast expanse of alfaifa and corn up the 
valley. 


BANK FOR WOMEN BY WOMEN 


A bank for women with women officers has been opened in Cleveland, Ohio. The 
photograph reproduced above shows members of the Board of Directors in front of 
the recently opened institution. 
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“Well, this county used to be all wheat. 
A farmer named Jones moved in and said 
it would raise corn. Folks laughed at him 
and dubbed him ‘Corn’ Jones when he 
planted a large field to that crop. He raised 
corn—and then so did the others and now 
I doubt if there is a thousand acres of wheat 
in the county. ‘Corn’ Jones won. South 
Dakota was fourth in the corn states in 
1921 with 125,000,000 bushels. The cow 
is going to complete the job and put its 
farming on solid ground.” 


Others Trying to Backfire 


No every community has that kind of a 
bank, willing and able to initiate such 
a movement. But commercial clubs, groups 
of bankers and groups of farmers all over 
the West are trying to backfire on the farm 
slump through the dairy route. Wisconsin 
is visited by scores of buyers for its dairy 
cattle and they are being shipped to every 
part of the farther west where wheat has 
been king. 

Down in Bourbon County, Kansas, such 
importation by an organization of business 
men and farmers has been in operation for 
four years and while on no such scale as the 
Sioux Falls plan, because no such capital 
was available, it has brought into the 
farmers’ hands milk checks of $80,000 a 
month—and you hear no complaint concern- 
ing financial distress from that section. 

The new intermediate credit banks fur- 
nish a direct outlet for the notes given for 
such enterprises. With a maximum term of 
three years and low rate of interest, the co- 
operative movement of the dairymen may be 
financed. At Omaha over $125,000,000 of 
farm credit had been extended through that 
newly organized department of the land 
bank, September 1. It was just getting un- 
der motion. It is the way out for the 
country bank and the farm organization 
where capital is lacking locally. 

But to go back to that bankers’ “banquet.” 
The next Saturday was formed the Dickin- 
son County Dairymen’s Association in 
which were enlisted nearly one hundred 
farmers. Backed by the banks, they have 
begun to rehabilitate their diminished dairy 
interests and are shipping in milch cows and 
pure-bred sires from Wisconsin. 

The awakening from the dream of riches 
in wheat is coming to the farm country. It 
is merely a matter of starting on the right 
track—and keeping at it. 


Out of Banking Hours 


One of the complaints of busy men is that they 
do not have time to read, but while Theodore 
Roosevelt was President he read more books per 
year each year than many men read in a lifetime, 
which indicates that most men can accomplish ad- 
ditional reading if they will. 

There is a steady increase in the number of 
bankers who are subscribing for the JourNAL OF 
THE AMERICAN BANKERS AssociATION and who are 
reading it, because a perusal of its pages adds to 
understanding and thereby in the long run actually 
saves time. 

Officers and department heads, and all whose 
work, character and ambitions indicate that they 
will one day assume vital responsibilities in bank- 
ing. should have the Journat sent to their homes. 

his periodical will give them the means for a 
broader understanding; it will also give them the 
means to sustain the reputation of the bank, for 
day by day bank employees are asked, in business 
hours and out of business hours, for their views 
on many subjects relating to banking and business. 
_ The degree of clarity of the employee’s answer 
is either an advertisement for the bank, or neces- 
sarily in the nature of a reflection upon the bank. 
_ The Journat is a means to a better understand- 
ing of many national problems. 
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A New Measure of Business 


By CARL SNYDER 


Recent Research and Analysis Have Stripped Some 
Venerable Traditions of Their Prestige. Pig Iron Is Not a Good 
Barometer, Nor Is the Stock Market a Good Forecast of Business. 
Conditions Under Which Data Lose Their Significance. 


N the field of business anticipation, 

or conjecture—it is often largely the 

latter—there are venerable traditions, 

difficult to confirm or refute. One of 
these is that pig iron is an excellent “barom- 
eter of trade”; another that the stock mar- 
ket affords a good forecast of business ac- 
tivity. Neither of these seems to stand the 
test offered by a new measure of the actual 
volume of trade. 

Possibly it is here as in other fields be- 
fore a means of close measurement may 
be found. So, for example, in medicine. A 
physician, merely by putting his hand on 
a patient’s head or counting his pulse, can 
get an excellent idea as to whether he has 
a case of fever or not. But until the ther- 
mometer was invented he had no measure 
of the height of the fever, nor any decisive 
means of registering whether it was rising 
or falling. 

So, also, in trade; the best that our 
financial and commercial reporters gener- 
ally have been able to say is that trade 
is “good,” or “poor,” or “about normal,” 
always with a very vague notion as to just 
what these phrases may actually mean. To 
support these impressionistic estimations, we 
have had in the past such data as pig iron 
production, or railway earnings, or ton mile 
traffic, bank clearings, and the like. 

But as was so notably the case in 1920, 
railway traffic, for example, may continue 
good for months after business generally 
has undergone even a violent slump. In 
1920 railway traffic continued very high, 
even to December, when we were in the 
throes of what was termed the “merchan- 
dise panic.” And much the same thing was 
true in the panic of 1907. 

Again, it is well known that pig iron 
production may often be at a low ebb long 
after general trade has begun to pick up 
notably; and vice versa. So pretty clearly 
a good “barometer,” which is supposed 
somewhat to predict or forecast, pig iron 
is not. 


Bank Clearings May Be 
Profoundly Affected 


naa again, bank clearings, which used 
to be regarded as our best business 
index, may, as in the tremendous rise and 
fall of prices in and following the late 
war, be profoundly affected by the varia- 
tions in price levels, so much so that the 
reported figures cease to bear any recog- 
nizable relationship with the probable ac- 
tual volume of goods and services exchanged. 
In brief, none of our old and familiar in- 
dexes of trade, nor apparently any com- 


bination of them, now afford a really re- 
liable or satisfactory measure of business 
activity, 

It was not until the war and its exigen- 
cies gave such a remarkable impetus to 
statistical inquiry, and through this we came 
to possess a great variety of new statistical 
data, that the construction of a satisfactory 
index became possible. Up to the war pe- 
riod we had no reliable measure of whole- 
sale or retail trade, which make up so 
large a part of the total exchanges of the 
nation, and lacking these, the centre of 
the picture was pretty much a blank. We 
could, indeed, make a guess, from the even 
growth of railway traffic and many lines 
of production, and such things as postal 
receipts, that the actual consumption of 
goods and utilization of services throughout 
the country go on with relatively little 
change from year to year. It is rather in 
the field of building activity and plant and 
railway expansion, in brief, what are termed 
by economists “producers’ goods,” in which 
there is a very wide variation. Yet it is 
largely these variations which have given 
rise to the conceptions now current under 
the phrase of “the business cycle.” 

But in 1919, largely under the leadership 
of Dr. H. Parker Willis, then Director of 
Research, the Federal Reserve Banks under- 
took to secure from the large department 
stores, chain stores, wholesalers and job- 
bers, and the like, reports of their actual 
monthly stocks and sales. It was at first 


extremely difficult to secure full coopera- 
tion from the various firms and companies. 
But in the end it was so successful that at 
the present time in many of the reserve 
districts almost all of the larger companies, 
stores and jobbers now report their sales 
with great promptitude and have manifested 
a very keen interest in the results. 

A little before this the railway companies, 
owing to the extreme shortage of cars which 
had developed, undertook the weekly re- 
porting of car loadings all over the country 
and the division of these reports into differ- 
ent groups of commodities loaded. While 
these car loading figures can only give quan- 
tities and not values and are, therefore, sub- 
ject to some variation in their significance, 
it is very notable to find how closely the 
variations in these reports, and especially 
those relating to merchandise loadings alone, 
agree with the composite index hereafter 
to be described. 


Another Indicator Upset 


| ysmesact G permits was another valuable 
indicator which, in the heavy rise of 
wages and costs, had lost all of its former 
comparative significance, but the develop- 
ment of accurate indexes of building ma- 
terials and building wages, properly weighted 
by the relative quantities or numbers em- 
ployed, made it possible to reduce the dol- 
lar figures reported to a closely comparable 
basis, and thus afford us a fairly accurate 


The computed volume of trade in percentages of the normal rate of growth, com- 
pared with the production of so-called “producers’ goods,” pig iron and similar ma- 


terials, showing how much more widely and differently the latter va 


than the total 


of all trade, even when this and all other kinds of production are included in this 
total volume. 
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picture of the actual amount of building 
construction under way from month to 
month. 

In addition to all these there was an 
almost sudden access of new data regarding 
productive activity in almost every indus- 
try, and recorded with such promptitude as 
to make possible an excellent sampling of 
the monthly production of commodities, di- 
vided into the two familiar groups of pro- 
ducers’ and consumers’ goods. In its turn 
the new Federal excise made possible new 
indexes of such things as grain and cotton 
speculation and the amount spent from 
month to month on theatres and other 
amusements; and along with this came new 
series of reports as to the amount of ad- 
vertising in the newspapers and in the maga- 
zines, new life insurance written, Panama 
Canal traffic and the like. 

Encouraged by this wealth of new ma- 
terial, filling in just those most vital parts 
of the picture which had hitherto been 
lacking, we undertook to put together all 
this variety of data, first into a series of 
groups, and finally into a single composite 
index of the total Volume of Trade. (This 
index has been the work of the Reports 
Department of the Federal Reserve Bank 
of New York, Dr. W. R. Burgess, man- 
ager.) In all some twenty-eight series 
were thus grouped together. Some of these 
series, like those for producers’ and con- 
sumers’ goods, are composites of other minor 
series, so that all together between fifty 
and sixty different series were separately 
computed. 

The twenty-eight major series, very rough- 
ly divided into five groups, with the weight- 
ing given to each of the series, were as 
given below: 


Productive Activity Weight 
1. Consumers’ Goods ......... 8% 
2. Producers’ Goods .......-.-. 9 
3. Employment .............-. 6 

Primary Distribution 
6. Mdse. Car Loadings ...... 5% 
7. Other Car Loadings ....... 2 
8. Wholesale Trade .......... 8 

Distribution*to Consumers 
13. Department Stores ........ 8% 
14. Chain Stores ............-- 3 
15. Chain Groceries ..........- 6 
16. Order... 3 

General Business Activity 

20. Outside Debits ..........., 8% 


21. New York City Debits .... 5 
22. Postal Receipts 


Financial Activities 


25. Shares Sold on 


26. New Corporate Financing 
27. Grain Future Sales in Chicago 
28. Future Sales of Cotton in New York and New Orleans 


nS 


10. 
12. 


17. 
18. 
19. 


24. 


New York Stock Exchange 
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Showing the production of goods for immediate consumption, meat, flour, sugar, 

shoes, etc., as compared with the index of retail distribution by department stores, 

chain stores and mail order houses. Note the sharp peak of overproduction last 
March. 


What Was Wanted 


BY in the utilization of this great va- 
riety of material we were confronted 
with a very definite problem. Clearly what 
was wanted in an index of the total volume 
of trade was not a mere record of growth, 
interesting as this is; we already have prac- 
tically such a record in the different in- 
dexes of the annual growth of production, 
prepared by King, Day, Stewart and others 
—in one case a record covering more than 


Weight 

. Motor Cars and Trucks .... 2% 
. Building Permits .......... 4 

29% 

Panama Canal Traffic ...... 1 
Grain Exports ............ 1 

22% 

Life Insurance ............ 2% 
Amusement Receipts ....... 2 
Advertising ................ 2 

26% 

Communication ............ 1% 
Electric Power ............ 2 

17% 

1 

6% 100% 


half a century. Further, a large part of 
the material was so new that it covered only 
the last few years. 

What really was wanted was a measure 
of variation, and this by months and not 
by calendar or fiscal years. The volume of 
business grows, much as does the popula- 
tion, and, taken over sufficient periods, at 
a fairly even rate. But it is not this long- 
term growth which so deeply interests the 
manufacturer, the distributor, the merchant, 
and the banker, but the variations from 
good to bad, from periods of prosperity or 
“boom” to those of crisis and depression, In 
a word, the deviations from this normal or 
long-term trend of growth. 

In our indexes of prices, wages, the cost 
of living and the like, we are necessarily 
compelled to make these up with reference 
to a certain arbitrary base, say the average 
of prices through a ten-year period, as in 
the Sauerbeck index, or with reference to 
some fairly normal year, like 1913, as in 
the case of the indexes of commodities at 
wholesale prepared by the Department of 
Labor. Here the “base period,” or, as the 
mathematicians say, a “frame of refer- 
ence,” is unavoidable. 

But an index of current business activity 
is rather a problem in business temperature, 
to measure the degree of departure from 
the normal trend. It would be of no par- 
ticular interest or profit to compare the vol- 
ume of business this year with, say, 1913 any 
more than, for example, with 1893 or 1853, 
except, indeed, to get at this very question 
of the normal rate of growth. 

It is convincingly clear, from all our 
long-time data on production, as pig iron 
production, railway traffic, postal receipts, 
crop figures and a wide variety of sim- 
ilar information, that this industrial growth 
proceeds generally at so even a pace, taken 
over five or ten-year periods, as itself to 
provide just such a base as we require from 
which to measure the deviations in good 
times or bad, what the economist calls de- 
parture from the normal or “secular” trend. 

We, therefore, have accepted this long- 
term average or normal rate of growth, for 


| | | consumers Goods | 
| 
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each of the various industries for which 
accurate information is obtainable, as a 
basic statistical fact, and compared the ac 
tual performance with this computed ex- 
pectancy or “normal.” Thus, for example, 
if on the line of average growth of railway 
traffic the volume for a given year is, let 
us say, 400 billion ton miles, and the actual 
fact proves to be only 320 billions, we may 
say that the traffic for that year was only 
80 per cent of the normal expectancy. An- 
other year it may be 120 per cent and so on. 

Long-term annual data made it possible 
to compute this normal line of growth 
satisfactorily in a great majority of cases, 
even where monthly data were of recent 
availability. Some of the series, however, 
are so new that, like the motor car in- 
dustry, for example, their normal can only 
be estimated with a fair approximation. Ata 
later date these may require some revision. 


About Sixty Series Available 


| be with nearly sixty different series 
now available with monthly data, it 
was felt that the errors of such computations 
would fall impartially in either direction 
and, therefore, in so large a grouping, tend 
to be mutually nullified. There was, of 
course, very considerable difficulty in re- 
ducing the figures as to wholesale and re- 
tail sales, building permits, bank debits and 
so forth, which are in dollar values, to a 
relative or quantitative basis; and _ this 
problem actually comprised the larger part 
of the work. But for this there were avail- 
able a number of reliable indexes, as, tor 
example, of building construction costs, 
chain grocery sales, etc., which solved the 
difficulty for certain of the series, and 
pointed the way to the solution for others. 

In a similar way it was needful to make 
due compensation, wherever possible, for 
the normal seasonal or monthly swing in 
each of the series which were available. 
Thus, for example, the sales of department 
stores through the year show a regular wave, 
rising to its crest in the holiday season, 
almost as regularly as the tides. Clearly, 
due allowance must be made for this steady 
seasonal swing, or the dollar figures re- 
ported for Decembers are of little value for 
comparison with the other months of the 
year. In the same way the milling of wheat 
flour shows a strong dip in July. just before 
the new crop comes in, and then a heavy 
upswing to October and November. 

In making up, then, such an index of 
variations in business activity, by months, 
it was needful in many cases to compute 
also an index of normal or usual seasonal 
variation, so that the index figures should 
all be strictly comparable with themselves. 
It will be seen, in brief, that the working 
over and framing together of such a varied 
mass of material, in this way, presented a 
task of some magnitude. In view of the 
newness of many of the series it was pos- 
sible to carry this work only back to the 
beginning of 1919. 


The Results Attained 


OW as to the results shown, thus far. 
Reference to the charts given here- 
with reveals some interesting and some un- 
expected details. For example, it will be 
seen that in the boom of 1919-’20 the peak 
of the index came not in the spring of 1920, 
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Index of the total volume of trade in percentages of the computed normal rate of 
growth, compared with bank debits outside New York City, when allowance has 
been made in the latter for the wide changes in price levels of the last five years. 


when prices were rising by leaps and bounds 
and the speculative fever was at its height, 
but in the summer months of the previous 
year. Apparently the actual volume of 
trade was thereafter tending toward a slow 
decline, although prices continued to rise 
for some ten months thereafter and up to 
the following May. 

In this same period, the peak of stock 
prices did not come until November, 1919, 
or some months after the high points of 
the index. Similarly, the low point of the 
index for 1921 was reached in January of 
that year, although both stocks and com- 
modity prices continued to decline for six 
months or more. In the brief boom of 
last winter, the volume of trade appears to 
have reached its high point in the same 
month as stocks and commodity prices, viz., 
last March. But, at least for the period 
under view, it is of interest that the move- 


ments of trade, as here depicted, seemed 
rather to go with, or even precede, the 
movement of stock prices. 

What does appear to follow later, at 
least in this period, is the production of 
producers’ goods, as they are called, and es- 
pecially things like iron and steel and other 
metals, lumber, machinery and the like; and 
it is precisely this type of production which 
has been so often mistaken for a reliable 
index of general trade. 

But the swings of this productive activity 
appear to have a range more than double 
that of the vast volume of wholesale and 
retail trade. In other words, it seems clear 
that data as to production, and especially 
of such things as pig iron, do not in them- 
selves afford a good index of the volume 
of business nor even, at times, of the trend 
of business. 

As to the fluctuations shown in the vol- 

(Concluded on page 354) 


An index of general business activity, as reflected in bank debits, postal receipts, elec- 
tric power distribution, etc., as compared with financial and speculative activity, new 
securities issued, shares sold, and grain and cotton futures. 


353 
|. 
| | | 
| 
| 


Should a Mint Show a Profit? 


HE British Royal Mint is in the 
business of making money, and as 
a rule makes money out of the 
business. In 1922, however, the 
mint incurred a loss of £264,574, the first 
deficit since 1904 and the second since 1882. 
That there is a close relation between 
the mint’s balance sheets and general busi- 
ness conditions is indicated in the large profit 
of £2,304,000 in the boom year 1920, and 
the greatly diminished profit of £1,703,000 
in the year of depression, 1921, followed 
by the above mentioned net loss in 1922. 
The striking feature is that the deficit did 
not make itself felt for so many months 
after the boom, whereas other industries 
experienced a more rapid shift from pros- 
perity to depression, An examination of 
the manner in which general conditions af- 
fect the mint shows that this lag was to 
have been expected. 


What a Boom Does to 
a Mint 


HEN the boom was at its height, 

there was an ever-increasing demand 
for money with which to give vent to the 
greater purchasing power of the people. As 
the British Government resisted the tempta- 
tion to meet this demand by working the 
printing presses overtime, to turn out paper 
money of small dominations, it was neces- 
sary to speed up the coinage of silver and 
bronze coins. There are eight denominations 
from the farthing to the half-crown. The 
number poured into the market met the de- 
mand of inflation, but there was no possible 
way tO determine when the buyers’ strike 
would begin. Furthermore, payment for 
goods lags behind their purchase, so that 
the mint of necessity created a surplus of 
currency. 

The passing of the boom and the period 
of deflation were marked mainly by a col- 
lapse in purchasing power, in spite of re- 
ductions of prices and rates, The char- 
acter of the reductions resulted in less de- 
mand for bronze coins, particularly the half- 
penny, or fractional coins. Telephone calls 
were reduced from 3d. to 2d., bus and tram 
fares were for even pennies, eliminating 
1%4d. and 2%d. charges. Slot-machine 
charges for gas were lower;: stores that 
priced goods one or two farthings below 
an even sum began to make change in 
cheap equivalents rather than in the odd 
farthing; as purchasing power declined, 
charge accounts became more common and 
helped to reduce the velocity of turnover 
of small coins and resulted in piling them 
up at banks and at the mint. One indica- 
tion of the operation of the above factors 
is seen in the reports of twelve utility 
companies in the middle of 1922 that they 
were unable to get rid of £343,000 in 
penny and half-penny coins. Bank hold- 
ings of small coins are significant : 


By CHARLES E. LYON 


U. S. Trade Commissioner, London 


Robert J. Grant. 
New Director of the U. S. Mint. 


Silver 
9,950,000 
12,756,000 
16,194,000 


Bronze 


1,084,000 
1,832,000 
2,131,000 


The mint endeavored to help by with- 
drawing £10,600 of worn bronze coins, the 
largest sum since 1913. The Annual Report 
of the Comptroller of the Royal Mint, 1922, 
shows a loss of 6112 lb., or 11 per cent of 
the standard weight of the coins thus with- 
drawn. Rather than suffer much heavier 
losses through calling back all superfluous 
coins, the mint established post office de- 
posits of these coins at various parts of the 
country, in readiness for any new demand 
that may arise. 

In addition, the mint restricted new coin- 
age, as shown by these figures:—The aver- 
age issue of £600,000 bronze coins in 1920 
and 1921 was cut to £85,320 in 1922. Silver 
coinage in 1918-1920 was over £12,000,000; 
in 1921 withdrawals exceeded issue by 
£722,000, while in 1922 withdrawals ex- 
ceeded issue by £4,500,000, the highest total 
recorded by the mint. 

The mint was also embarrassed by the 
common business ailment of excessive in- 
ventory. The raw materials going into coins 
are given as follows: 


1922 Metal Inventory 


30,335 
18,144 
8,410 
546 
Zinc 109 


Totals £42,608 £57,544 
Thus a loss of some £15,000 had to be 


entered. 


Bronze coins 
Bronze bars 
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Decline in Issue of Medals 


o- interesting sidelight on the many 
activities of the mint that suffered a de- 
cline in 1922 is furnished in the statistics 
of coinage of medals of various sorts. The 
total issue in 1922 was 90,192, as compared 
with 129,662 in 1921. Only 32,500 war 
medals were issued, as compared with 108,- 
003 in the former year. Mass production 
proving no longer necessary, an extra “medal 
factory” was closed down. 

The amount of money required by some 
of the remote parts of the British Empire is 
surprisingly large. East Africa, for exam- 
ple, was supplied with nearly 100,000,000 
pieces of money. 

This demand in East Africa was due to 
the change in the monetary system from 
florins and rupees to shillings. The old 
coins were withdrawn and new shilling 
coins circulated. 


The report of the director of the U. S. 
Mint for the fiscal year ending June 30, 1922, 
gives this summary of our own mint oper- 
ations : 

“The appropriated amounts available for 
mint service uses during the fiscal year 1922 
totaled $1,791,527.65; reimbursements to ap- 
propriations for services rendered amounted 
to $548,407.20, making an available total of 
$2,339,934.85. 

“The expenses chargeable to appropria- 
tions were $2,070,485.21; those chargeable 
to income, $4,120.89; total $2,074,606.10. 

“The income realized by the Treasury 
from the mint service totaled $22,189,212.69, 
of which $21,088,524.79 was seigniorage. It 
should be noted, however, that the seignior- 
age on the coinage of silver dollars, which 
amounted to $20,919,928.83 for the fiscal 
year 1922, merely offsets an equal loss which 
was incurred when silver dollars were melted 
and sold under the terms of the Pittman 
Act.” 


A New Measure of Business 
(Continued from page 353) 


ume of trade, it should be noted that prac- 
tically all of the available data relate to the 
more highly variable activities, and give 
little clue to the month-to-month economic 
effort of that great portion of the commu- 
nity living on farms or engaged in various 
types of professional, domestic, educational 
and government service, comprising possibly 
<0 per cent or more of the total population. 
As these latter activities vary little from 
year to year, or month to month, it may be 
surmised that the actual variations in the 
nation’s trade are much less than those shown 
by the line here computed, and conceivably 
might range within such narrow limits as 
perhaps 5 per cent above and 5 to 8 per cent 
below the normal or accustomed average. 
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Wheat and Prosperity 


By CHARLES J. BRAND 


Price Is Fixed Overseas, Where We Come Into Direct 
Competition With Wheat from Countries in Which Labor Is 


the Cheapest of All Commodities. Secretary Wallace’s Proposal 


N a recent address before the Asso- 
ciation of Commerce of Chicago, Secre- 
tary of Agriculture Wallace discussed 
some of the problems that confront 
farmers of America and their export crops 
and products. He gave special attention to 
the wheat situation in the United States 
and called for a proper consideration of 
its relation to the national welfare, and to 
the disparity in price levels between farm 
products and the things the farmer buys. 

The Secretary raised the question as to 
whether it would not be wise to amplify 
the marketing machinery available for crops, 
of which exportable surpluses are produced 
by creating an agricultural export com- 
mission with a view to segregating from 
the wheat crop, for example, that part that 
can fairly be considered available for foreign 
markets and disposing of it at the world 
price, while the part used for domestic con- 
sumption is sold on the domestic price 
level. 

The Secretary made it clear that the 
suggestions he put forth were his own and 
not administration proposals and further- 
more that he was not committed to any one 
solution of the problems discussed, but felt 
that all should receive thorough-going at- 
tention and if proved sound should be given 
a trial, even though they created difficult 
tasks. 


An Analysis of the Production 


HEAT is grown on possibly two 

million farms in the United States. 
This makes the problem of creating effi- 
cient cooperative organizations that will 
control a sufficient part of the crop to be 
determinative in withdrawing exportable 
surpluses from domestic markets and dis- 
posing of them in foreign markets a most 
difficult one and not ready of quick solu- 
tion. 

The desirability of promoting agricultural 
cooperation is now widely recognized in 
the United States, a state of affairs due 
in a great measure to the late President 
Harding. The spring wheat belt, the area 
most affected, already has several thousand 
cooperative farmers’ elevators and is mak- 
ing gradual and desirable progress in co- 
operation. However, the purpose of this 
discussion is not to cover agricultural co- 
operation. 

Wheat and cotton are the great cash 
crops of America. Both of these com- 
modities are world commodities, and ex- 
port demand fixes their price. Liverpool 
price, minus the cost of landing them at 
that port is in a broad sense the price re- 
ceived by the American farmer. 


to Meet This Condition. Canadian Advantage. Our Acreage Cut. 


The Southern cotton grower enjoys some 
of the elements of a monopoly. He pro- 
duces over 60 per cent of the world’s 
supply of the staple. If the spindles of the 
Old World are to turn, the manufacturer 
must come to America for a large part of 
his raw material. Not so in the case of 
wheat. Of this we have no monopoly. 
Normally, Russia, India, Canada, Argen- 
tina, and Australia, produce a huge aggre- 
gate surplus against which we must com- 
pete for the markets of the world. 

Russia is not at present an efficient pro- 
ducer. Nevertheless, she is reclaiming a 
part of the European market for wheat, 
rye, and barley. Her standards of living 
in agriculture are said to be at an un- 
believably low ebb. Her taxes are col- 
lected largely in kind. Export business is 
an exclusive government monopoly, and her 
financial necessities make her available 
cereal surplus kin to the distressed wheat 
and cotton of our own country which in 
some years has been forced upon the mar- 
ket at harvest time, no matter what prices 
prevailed, to enable the owner to live or to 
pay his debts. 

Such information as is available indicates 
that Russia will have a surplus this year 
for export of two to three million tons of 
grain. This amounts roughly to from 60,- 
000,000 to 100,000,000 bushels. Two-thirds 
of this, it is estimated, will be wheat, the 
remainder rye, oats, and barley. This year 
an attempt is being made to grade the 
grain in accordance with the American 
grading system, which will tend to make 
competition . stiffer. 

Farm prices in Russia are the equivalent 
of about 70 cents per bushel in American 
money for wheat, and not over 40 cents 
for rye. 

In India the standards of living are 
notoriously low among practically all classes. 
Human labor is the cheapest of all com- 
modities. With one-half the area of the 
United States, British India has practically 
three times our population. The margin 
between living and starvation is pathetically 
narrow. Wheat is one of India’s impor- 
tant cash crops, just as it is with us. Our 
growers must meet the Indian growers’ 
price in Liverpool. 


Canada’s Advantage 


HE prairie provinces of Canada, where 

over 95 per cent of her wheat crop is 
grown, have cheap virgin lands capitalized 
at about half or even less than half the 
prices prevailing in the United States. 
Yields of wheat are this year nearly, if not 
quite, twice as great as those obtained in 
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our own competing spring wheat States of 
North Dakota, Montana, South Dakota, 
and Minnesota. From a planting of 22,- 
730,000 acres, Canada expects to realize a 
crop of 470,000,000 bushels, an average 
yield of about 20.75 bushels per acre. Com- 
petition in wheat between Canada and the 
United States is confined to the Red Spring 
wheat class. 

The total acreage of spring wheat in the 
United States, including the four States 
named above and Idaho and Washington, 
whose crops are not in direct competition 
with Canadian Hard Red Spring wheat, is 
18,503,000 acres. From this area we expect 
to harvest 213,351,000 bushels. In other 
words, with only about 4,000,000 acres more 
area, Canada has harvested over 250,000,- 
000 bushels more wheat. The average 
yield in our directly competing four North- 
western States is less than eleven bushels 
per acre. 

The yields in Idaho and Washington, the 
former being mostly on irrigated land, in- 
creases the estimated yield per acre of all 
our spring wheat States to 12.4 bushels. In 
our dry farming production areas only one 
crop is taken from the land every two 
years. 

On the yield factor alone the Canadian 
cost of production per bushel is only a 
little more than one-half the cost for North 
and South Dakota, Montana, and Minne- 
sota. About 44,000,000 bushels of our 
spring wheat is of the Durum variety. This 
is not primarily a bread wheat, but is 
used chiefly in making macaroni and similar 
products. About 24,000,000 bushels of the 
total Durum crop this year is exportable 
surplus. Italy is our largest single foreign 
purchaser of this class of wheat. 

Wheat farmers in certain sections are 
suffering critically. This applies with pe- 
culiar force to the producers of Montana 
and North Dakota and, to a less but still 
noteworthy degree, to those of South 
Dakota, Minnesota, Kansas, and Nebraska, 
and to some extent also to those of Idaho 
and Washington. The ultimate economic 
remedy is to grow less wheat. This end 
is not so easy to attain as it sounds. It 
involves diversification, transfer of farm 
laborers and farmers to industry, and many 
other things. This means crop rotation, 
livestock production, the use of fertilizers, 
and numerous other changes in current 
practice. 

Farmers are willing, indeed anxious, to 
diversify. They began the practice of 
diversification to some extent in North 
Dakota as much as 25 years ago. A num- 
ber of sections have made excellent pro- 
gress. They are continuing at present and 
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will increase the practice. Additional com- 
munities are taking it up year after year. 


Diversification Takes Time 


O diversify is not a simple inexpensive 

operation that can be done on a few 
weeks, a few months, or even in some 
cases, on a few years’ notice. To change 
from a predominating one-crop farming 
system to a diversified farming practice is 
the gradual work of years. It involves 
replacing wheat with other crops. Wheat 
is the great cash crop wherever it is grown. 
Almost 100 per cent of the crop is sold 
for cash, the only retention on the farm 
being for seed, in some cases for flour, 
and, to some extent, particularly in the case 
of low grades, for feed. In contrast from 
80 to 85 per cent of the corn crop is used 
for feed and never leaves the county in 
which it was grown. 

Not all crops can be grown with real 
success on our Northern Great Plains. 
Winters are cold and summers are short. 
Neither winter wheat nor other winter 
grains can with certainty be counted on to 
bear the low temperature of this region, 
which range from 20 deg. F. to 40 deg. F. 
below zero every winter. 

The clovers and alfalfa have found diffi- 
culty in taking over larger acreages both by 
reason of climatic limitations and because 
livestock husbandry and hence forage pro- 
duction have developed relatively slowly. 
The growing of livestock requires far 
more capital than wheat farming. Founda- 
tion stocks for the herds must be bought. 
Housing for the animals must be built. 
Handling and marketing facilities, with a 
knowledge as to their application, must be 
acquired. Even with good progress from 
three to six years is the lowest necessary 
transition period. In northern climates a 
longer time may be necessary than where 
nature is more favorable and a_ wider 
range of choice of crops is possible. Flax 
is frequently recommended as a substitute 
for wheat. It can be used very properly 
to a somewhat greater extent but flax is 
not a crop that can be expected to settle 
the wheat problem. 


17,000,000 Acres Less 


MU is said on this subject generally 
with a tone of blame against the 
The feeling seems quite general, 
especially among those unfamiliar with the 
problem, that the farmer should settle his 
own troubles by the simple expedient of 


farmer. 


cutting down his acreage. I wonder how 
many persons who are of this mind realize 
that he has cut from over 75,500,000 acres 
of wheat of all kinds harvested ‘in 1919 to 
58,250,000 acres in 1923—surely over 17,- 
000,000 acres is “some” cut. 

There is good reason to fear that acreage 
might be reduced too far by reason of 
economic stress. Shortly, our own needs, 
with population increasing more than a 
million annually, might cause regret that 
better solutions were not found. The un- 
certain shifting of yields makes it good 
public policy to have a reasonable carry- 
over and surplus each year. One hundred 
and twelve million consumers need a lot 
of bread and as long ago as 1901, when we 
had 33,000,000 less, we harvested 750,000,000 
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bushels of wheat, compared with 781,000,- 
000 bushels this year. 

The vicissitudes of wheat growing are 
well evidenced by the wide variations in 
yields from year to year. In 1915, we 
harvested over 1,000,000,000 bushels from 
60,460,000 acres. In 1919, we harvested only 
about 968,000,000 bushels from 75,694,000 
acres. Over fifteen million acres more in 
1919, produced 58,000,000 bushels less of 
wheat. 

In North Dakota, the average yield per 
acre in 1915 was 18.2 bushels, while in 1919 
it was 6.9 bushels. More striking still, in 
1916, the very year after the bumper yield 
of 18.2 bushels, the average yield in North 
Dakota was only 5.5 bushels. 

I am indebted to Curtis L. Mosher of the 
Federal Reserve Bank of Minneapolis for 
the following figures showing yields of 
wheat per acre since 1910 in the great 
spring wheat States: 


South 
Daketa 


12, 


7-—Montana——, North 
Winter Spring Dakota 


Minne- 


Year sota 


1910 
1911 
1912 


OHO ORS 


NPR S GoM 


WONDER 
MPNOWN 


pe 
“NY 


*Preliminary 


A careful and understanding study of 
these figures will throw a world of light on 
the genuine difficulties of the wheat grow- 
ers. In reading the Montana figures, bear 
in mind that much of that State’s wheat is 
grown under dry farming tillage methods. 
This means generally only one crop each 
two years. In other words, one-half of the 
land is not in crop each year, but must be 
clean-cultivated to preserve moisture. 


Imports From Canada 


ANADIAN wheat is coming in despite 

the 30-cent duty. This is due to the 
shortage of high grades in our spring wheat 
crop, the unusually high milling quality of 
the Canadian crop, freight rate advantages, 
and other causes. This is true from Grand 
Forks and Minneapolis to Buffalo, Lock- 
port and Philadelphia. Even the North 
Dakota State mill has brought in Canadian 
wheat for mixing purposes. 

The course of imports for the three 
months since the crop has begun to move 
from Canada is as follows: 
Wheat, 
Bushels 


596,472 
1,234,433 
2,832,398 


Wheat Flour, 
Barrels 
18,714 
13,571 
19,370 


1923 


August 
September 
October 


In view of the fact that a large part of 
our surplus wheat this year is located west 
of the Rocky Mountains and with a rela- 
tively low surplus of domestic wheat from 
the Great Plains east, the tariff is undoubt- 
edly helpful in sustaining the price. 


A Few Price Relations 


HEAT isn’t wheat any more than 
“pigs is pigs.” There are a number 
of different classes of wheat suitable for 
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different purposes. Some classes are avail- 
able for export more than others. Each 
of the different classes is made up of a 
series of different grades. Even within the 
grades there are distinctions based on 
gluten content, milling yield, and other fac- 
tors. Hence, in considering prices and other 
problems we must take these facts into ac- 
count. One grade may be plentiful and 
relatively cheap; another scarce, desirable, 
and consequently high. Nevertheless it is 
safe to generalize sufficiently to depict the 
situation. 

Many persons appear to think there is 
something spurious in the complaints com- 
ing from the wheat country. They are 
misled by the fact that wheat is above a 
dollar a bushel, which in pre-war days was 
considered a satisfactory average price. 
They may even point out that when wheat 
on the Minneapolis Chamber of Commerce 
hit a dollar in December, 1897, for the first 
time since April, 1891, a prominent miller 
hired a band to parade through the city in 
exultation over the fact. 

On October 2, 1923, No. 2 Hard Red 
Winter wheat in Chicago was about $1.12 
per bushel. A year before on the same date 
it was $1.08. On the face of things the 
farmer seemed better off. 

On November 6, 1923, No. 2 Hard was 
$1.07 per bushel, while in 1922 on approxi- 
mately the same date it was $1.18. 

Neither of these illustrations discloses the 
facts sufficiently. The trouble is that the 
price of wheat is wholly out of line with 
t e prices of other things and with practi- 
cally every factor that enters into the cost 
of production. This is true also of several 
other farm crops and derivative products. 


Correction of Maladjustment 


1. maladjustment between farm prices 
and prices of other things can be cured 
(1) by bringing other commodity prices 
down; (2) by bringing prices of farm prod- 
ucts up; or (3) by a combination of the 
two: 

The first method would involve legisla- 
tion repealing tariff and immigration laws. 
Very few indeed of our citizens, if this re- 
sponsibility were placed directly upon their 
shoulders, would have the boldness to ap- 
ply such an upsetting remedy in the present 
unbalanced condition of the world. Such 
action would no doubt mean an inflow of 
manufactured goods from adverse exchange 
and low labor cost countries at prices that 
during a long period of readjustment might 
mean a crushing shock to American in- 
dustry. At any rate, it would surely deal 
a severe blow to our present prosperity and 
we might soon find ourselves in somewhat 
the present position of the United Kingdom. 
There would inevitably be greatly increased 
industrial unemployment from which we 
are now fortunately free. There would 
also be, both during the transition period 
and later, a great inflow of labor from for- 
eign countries. Until a deranged Europe is 
able to put her house in better order, such 
measures on our part would seem equiva- 
lent ‘to going into “voluntary demoraliza- 
tion.” A prosperous America can certainly 
be more helpful than an unprosperous one. 

Taking as a general index basis of 100 
the average wholesale prices of a large and 
representative list of commodities covering 
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the ten-year period from 1905 to 1914 and 
comparing with it the average prices of the 
last three years, we find the following for 
the month of September for the years 1921, 
1922, and 1923: 


1905-1914 
September.... 100 


1921 
150.6 


1922 
163.5 


1923 
164.5 


During the same period, 1904 to 1915, the 
weighted money price of wheat, obtained 
by averaging No. 2 Red and No. 1 North- 
ern Spring, was .978. In other words, in 
the composite of all values for the ten- 
year period, wheat averaged 97.8 cents. Had 
it advanced comparably with all other com- 
modities, the average price in September, 
1923, would have been $1.609. As a matter 
of fact it was $1.102. 

This difference symbolizes the trouble 
with the wheat situation. If wheat enjoyed 
anything like a parity with the price level 
for other commodities, there would be no 
complaint from the wheat grower. In this 
connection it is worth while to remember 
that the general index basis and the 1923 
index value of $1.609 included farm prod- 
ucts, foods, cloths and clothing, as well as 
fuel and light, metal and metal products, 
building materials, chemicals and drugs, 
house furnishing goods, and a number of 
miscellaneous commodities like cattle feeds, 
leather, paper and pulp, etc. 


Principles in Prices 


HE wheat situation will right itself 

when means are found either through 
the operation of economic forces or by 
sound foresightedness to bring wheat back 
to a reasonable parity with other things. In 
this connection we can properly indulge in 
a few didactic statements that will be gen- 
erally agreed to by all: 


1. The price of export crops and 
products in an export surplus producing 
country is fixed in the foreign market. 


2. The price of the surplus in the 
producing country determines the do- 
mestic price of the whole crop. 

3. The tariff, while affording effec- 
tual protection to manufactured and 
non-export commodities, does not pro- 
tect exportable surplus crops adequately. 


4. Tariff protection is essential under 
existing world conditions if America is 
to maintain a high standard of living in 
a troubled world. Depression in agri- 
culture and low purchasing power is 
forcing men in great numbers from 
farm to factory, the net change in 1922 
being estimated at about 1,200,000 per- 
sons. If corrective measures cannot be 
applied this is bound ultimately to lead 
to unemployment in industry. 


5. If the export surplus could be sold 
at world price and the home consumed 
part of the crop at domestic, i.e., on a 
level with the domestic price of other 
commodities, the general welfare will 
be promoted in a high degree by in- 
creasing farm buying power which 
would be reflected directly in trade and 
industry. 


A general high price level does not mean 
that everybody is prosperous. Only those 
will be found thriving who sell their goods 
Or services on or above the existing level, 
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be it high or low. A farmer’s prosperity 
depends on his ability to buy a reasonable 
or large quantity of the things he needs with 
the crops and products he produces, or to 
exchange them for money at a fair exchange 
value. 

For the years 1905 to 1914, the average 
money price of wheat (composite of No. 2 
Red Winter and No. 1 Northern Spring) 
figured on Chicago, was 97.8 cents per 
bushel. The general index basis for all 
commodities for the same period equals 100. 
In the succeeding years the prices of other 
commodities, fluctuating as they went along, 
rose until in September, 1923, the general 
index basis had risen to 164.5. Had wheat 
behaved in consonance with the price move- 
ment of all other products its exchange 
value in September, 1923, would have been 
$1.609 as compared with 100, the ten-year 
basis. As a matter of fact, the actual aver- 
age price at Chicago for the month was 
$1.102, or 50 cents below a parity with the 
composite of all other commodities. 

Nineteen hundred and thirteen is a favor- 
ite pre-war year for making comparisons 
with present price levels. According to the 
United States Bureau of Agricultural Eco- 
nomics, the quantity in terms of percentages 
of a composite of all commodities which a 
given amount of each farm product would 
buy in September, 1923, taking 1913 prices 
equal to 100, is shown below. In this com- 
parison farm prices of agricultural prod- 
ucts are used and wholesale prices at cen- 
tral markets for all other commodities: 


All Other 
Commodities 


14299 of 1933 


In passing it is worthy of comment that 
cotton is high because of the boll weevil, the 
army worm, and adverse weather conditions. 
The estimated planting was 38,287,000 acres, 
with an abandonment of 5% per cent. The 
acreage harvested was approximately 36,- 
334,000 acres. In 1914, with a half million 
acres less, we harvested a crop of 16,138,000 
bales, while this year we expect only 10,- 
248,000 bales. The only other products that 
are equal or above 1913 in purchasing power 
are potatoes, eggs, butter, and wool, which 
are not export surplus crops. 


Mechanical Illustration 
| for purposes of mechanical il- 
lustration assume: 
A total wheat crop of.... 


Domestic consumption, 
and seed 


750,000,000 bu. 
600,000,000 ” 


Exportable 
carryover 


surplus 


d 
150,000,000 ” 


For convenience assume a domestic parity 
value for wheat of $1.50 per bushel. Assume 
also a world price of one dollar. We then 
get the following: 


600,000,000 bu. at $1.50 equals $900,000,000 


150,000,000 bu. at $1.00 equals 150,000,000 


Total value of crop (assum- 
ing conditions could be at- 
tained in practice) is....$1,050,000,000 


This result could conceivably be attained 


in two ways: First, by the reduction of acre- 
age until production is adjusted with some 
degree of nicety to domestic consumption; 
and second, by the creation of an agency or 
device or by the utilization of existing 
agencies to segregate the surplus and sell 
it in the foreign market, thus elevating the 
domestic price. This result, however, could 
not be obtained, even though either of the 
foregoing were present, unless by means of 
an adequate tariff or an embargo, foreign 
wheat was prevented from entering the 
United States. 

As existing tariffs protect manufactured 
commodities whose quantity output is sub- 
ject to sharp control, thus greatly bene- 
fiting industrial labor, which is further pro- 
tected by our immigration laws, it is at 
least a question whether it would not be in 
the interests of justice to millions of Ameri- 
can citizens living on farms if the protec- 
tion principle were further extended by 
means of some additional device so that 
farmers would reap more of its benefits 
than they do at present. 

Purely for suggestive purposes, let us 
compute a few possibilities from the fig- 
ures given above. The difference in the 
price secured in the domestic market and 
in the world market on the 150,000,000 
bushels of surplus would be $75,000,000. 
Pro-rating this difference, which could not 
be correctly termed a loss, over the 600,000,- 
000 bushels for which the domestic price 
was obtained, it would be 12% cents per 
bushel. This would mean an average price 
of $1.40 per bushel for the whole crop. As- 
sume a loss, say of $50,000,000. Then each 
grower in the United States, if it were 
equally pro-rated over the assumed domes- 
tic consumption of 600,000,000 bushels, 
would be called on to pay 83/10 cents per 
bushel. This would mean $1.431/3 per 
bushel received for the whole crop of 750,- 
000,000 bushels. 

The whole discussion leads into a com- 
plex and difficult field, but if the whole 
750,000,000 bushels are sold at the world 
price, yielding $750,000,000, the development 
of an agency or agencies that would make 
possible realizing $1,050,000,000 instead, 
seems to be an attractive goal. This much is 
certain; we have grown from about 5,000,000 
inhabitants in 1800 to nearly 112,000,000 in 
1923. A few years hence, particularly with 
the strong concentrated competition of for- 
eign firms that is developing every year, the 
things that seem impossible now may be at- 
tempted and put over. The practical prob- 
lems will prove most difficult. The inter- 
ests of individuals and classes, including pro- 
ducers, distributors and consumers, must all 
be carefully considered and given their due 
weight. The wonderfully efficient grain 
marketing machinery now in existence can 
not be lightly shelved, nor is it likely that it 
will be. 

The great purpose of the foregoing is to 
stimulate thought on all of the aspects of 
the wheat problem in order that we may be 
developing the initiative to deal with it 
wisely and efficiently and in fairness to the 
grower. 


C. B. Russell, formerly Cashier, has been elected 
Vice-President and Director of the Peninsula 
National Bank, Portland, Ore., to succeed Frank 
P. Drinker, deceased. Leo J. Wright, assistant 
cashier has been appointed Cashier. Edmund J. 
Whelan has been appointed Asst. Cashier and 
Gordon S. Ogden has tees appointed Auditor. 
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Wool a Quick Asset 


BY ROBERT L. STUDLEY 


Its Impor tance Increases Because the Nation Steadily 


Consumes More But Gradually Produces Less. 


Automobile 


Trade Demands. America Has 800,000 Owners of Sheep. About 
60 Per Cent of Imported and Domestic Fleece Goes to Boston. 


OOL is a commodity that al- 
ways has been and always will 
be required for useful and prac- 
tical purposes. Most of us look 
upon wool as a commodity that is used 
principally for clothing, such as dress goods, 
suitings, overcoatings, hats, underwear, 
stockings, sweaters, etc., but we forget, or 
do not know, about the many million pounds 
of wool used for 
paper-makers’ felts, 
piano felts, rubber 
boot linings, cloth 
tops for overshoes, 
billiard table covers, 
casket coverings and 
probably greater 
than anything else is 
the use of wool for 
cloth linings of au- 
tomobiles, 
In our own coun- 
try we produce today 
about 250,000,000 
pounds of wool, 
and we are using or 
have used in the last 
three years, an aver- 
age of about 700,- 
000,000 pounds, and 
as a consequence we 
have to import 60 to 
70 per cent of the 
wool we consume. 
As wool is purchased in our own country by 
the merchants or manufacturers direct from 
the grower, or the accumulating points in 
the West and South, on a demand or sight 
draft basis, a great deal of financing. has 
to be done, and here is where the support 
of the banks is invaluable to the merchants 
and the manufacturers. The same holds 
good of the wool which is imported; it 
must be financed on a letter of credit or 
draft basis, and if it were not for the lib- 
eral support which the merchants and manu- 
facturers receive from the banks, the im- 
portations would not be as large, nor as 
easily handled. It has been a recognized 
fact that the wool merchants of Boston 
and other large cities have received very 
liberal support from the banks, not only 
of New England and New York, but all 
over the country. 


A Quick Asset 


hd is an unwritten law that any good wool 


merchant should and does borrow all 
the money he needs to handle his business, 
either from his own institutions direct or 
by placing his paper through note brokers, 
so that it is distributed pretty generally 


throughout the country. Wool paper has 
been recognized as bearing the very finest 
names and being among the best assets 
that a bank can have as security for loans. 
It has always been a quick asset, and it 
is seldom that a piece of wool paper is 
put up for actual renewal. Wool accounts 
must be a valuable asset for the banker, as 
I judge that the free balances are large 
and loans are 
not asked for 
more than six 
months in any 
one year, and 
many years 


must go by when 

the banks are not 

asked for a loan 

from their wool 

customers. The 

wool trade as a 

whole — particu- 

larly the larger 

houses — prefers to sell its paper on the 
open market rather than use the facili- 
ties of its own banks, provided the rate 
is within hailing distance of what it has 
to pay to its own institutions. Wool is get- 
ting to be more and more important from 
a banking standpoint because we are con- 
tinuing to increase our consumption and 
are decreasing the supply of our domestic 
clip. Of necessity our imports must be 
larger and larger as years go by. Never 
in my experience of thirty-odd years in 
the wool business have I seen such keen 
competition among bankers with foreign 
connections in their desire to be of service 
in the opening of foreign credits and in 
the negotiating of foreign exchange. 

Our own shearing seasin is between about 
the first of April and the first of July, at 
which time the clip has to be marketed to the 
wool dealers and paid for and financed 
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through our banks. Fortunately the earth 
revolves and what is our summer season 
here is the winter season in South America, 
New Zealand, Australia and South Africa. 
Therefore, while we are busy from April 
to September in buying, financing, putting 
in condition for sale and disposing of to 
the manufacturers of our own domestic clip, 
we have very little lull before the first of 
October comes around, which is the be- 
ginning of the shearing season in the foreign 
countries. From that time until the fol- 
lowing April we are busy in going through 
the same process of buying, financing, get- 
ting in readiness to sell and disposing of our 
foreign importations 
to manufacturers. It 
has developed into an 
all-year-round busi- 
ness which was not 
the case when our 
consumption of wool 
was largely confined 
to this country’s pro- 
ductions. 

We have to pay a 
high duty on wool 
which we_ import, 
and there is a com- 
pensatory duty on 
the manufactured 
goods and clothing. 
At present we are 
paying 31 cents per 
scoured pound duty 
on importations, 

which ranges all the way from 40 per 
cent to 200 per cent to 300 per cent on 
the cost of the merchandise. 


800,000 Owners of Sheep 


OUGHLY speaking there are some 800,- 

000 American farmers and stockmen 
who own sheep in this country, or who are 
interested in a greater or lesser extent in 
the growth of wool. 

In 1922 the production of wool in the 
United States in round numbers was 26l,- 
000,000 pounds. In 1919, four years earlier, 
it was 314,000,000 pounds, a decline of 53,- 
000,000 pounds, or 17 per cent. As far back 
as 1894 it was 348,000,000. In other words, 
we produce in this country only about 75 
per cent of the quantity of wool that we pro- 
duced thirty years ago. 

The average weight of a fleece of wool is 
just a little over seven pounds, so there are 
some thirty-five to forty million sheep in 
this country at the present time. 

New England produces only about 1,200,- 
000 pounds of wool, sheared from about 
192,000 sheep. 


December, 1923 


The largest producing states are: 


Wyoming, producing in round 


35,000,000 Ibs, 
dee 22,000,000 “ 
TOMAS 14,000,000 “ 


We imported in the year 1922 in round 
numbers 376,000,000 pounds of wool. This, 
added to our own production of 261,000,000, 
makes a total of 637,000,000 pounds. The 
receipts of wool at Boston alone during 
the year 1922 were 196,000,000 pounds of 
foreign wool and 191,000,000 pounds of do- 
mestic, making a total of 387,000,000 pounds ; 
or 61 per cent of the wool imported into 
this country and produced in this country 
came to Boston. This shows the impor- 
tance of Boston as a wool center and the 
resources that are 
necessary to handle 
the business. The 
importations of 376,- 
000,000 pounds in 
1922 compare with 
an annual average in 
the past ten years of 
about 350,000,000. 
In some years dur- 
ing the past decade 
importations reached 
about 450,000,000 
pounds. 

Of course the pop- 
ulation of this coun- 
try has materially 
increased in the last 
thirty years, and yet 
the production of 
wool has decreased some 25 per 
cent. This is due to several con- 
ditions, among them being that 
the land in the West is being util- 
ized more and more for tilling pur- 
poses than for grazing, and also 
we are consuming more sheep and 
lambs than ever before for food. 
An average of about 1,000,000 
sheep and lambs per month are slaughtered 
for food. 


Loss by Shrinkage 


oT average shrinkage in dirt and grease 
of our entire clip is approximately 60 per 
cent. In other words, out of every 100 pounds 
of wool, there is only 40 pounds on an 
average that is useable after being cleaned 
and put in shape for yarn and goods. We 
pay freight on practically 60 pounds of 
dirt and grease, as nearly all of our wool 
is shipped from the West in the greasy 
state. 

Wool is sheared once a year, with excep- 
tions in some states like California and 
Texas, where the sheep are sometimes shorn 
twice a year, in the spring and fall. 

The old-fashioned way of shearing was 
with the hand shears, whereby a shearer 
could clip 75 fleeces a day. With the mod- 
ern way of machine clippers about double 
this number can be shorn, or 150 fleeces. 

The finest wool we get in the world is 
from Australia. The climate and condi- 
tions are such that the sheep are grazed 
under the most favorable conditions. They 
have no severe winters, the sheep do- not 


have to be sheltered and they graze in a 
grassy country which makes the wool clean, 
light and attractive. It is quite different 
from our own country, where many of the 
sheep in the Western states have to be 
housed during the winter and have to be 
fed from the barns. 

Our shearing begins about the first of 
April and ends about the first of July, so 
that practically in three months the wool 
trade must finance the entire year’s supply. 
Most of the wool moves quickly from the 
West as soon as shorn, as the facilities for 
storage in warehouses are not sufficient to 
take care of it. This wool is shipped in 
carload lots on a draft attached to the bill 
of lading. 

About the first of January we begin mak- 
ing our preparations to go into the West. 
If a firm intends to buy Arizona wools, its 


Shearing Sheep. 


representative starts about February first. 
The first thing he does is to go to the 
different ranches and ascertain the condi- 
tion of the wool, whether the sheep have 
had a good winter, whether there have been 
any severe storms, or whether there has 
been any disease among the sheep. Any 
of these things affect the condition and 
staple of the wool. A weak staple wool 
means a weak staple yarn and a weak piece 
of goods. Buyers of goods insist upon 
having them strong. 


Buying Instructions 


yin the buyer has given a descrip- 
tion of the wool to his firm, then the 
buying orders are given on a certain clean 
scoured basis. It makes no difference 
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whether the wool will lose in shrinkage 60 
per cent or 65 per cent, it is bought on a 
clean scoured basis. For instance, if we 
make up our minds that we can pay $1 
clean basis for a particular kind of wool, we 
telegraph our man that he can buy 1,000,- 
000 pounds, more or less, on this basis. 


At 37 Cents 


then depends on his- judgment as to 
whether we get the wool landed in Boston 
at $1 per clean pound. When we telegraph 
him that he can buy this wool at $1 clean ba- 
sis landed in Boston, he figures that this par- 
ticular wool will lose 60 pounds out of every 
100 pounds of dirt, grease, etc., and in order 
to buy at $1 clean basis it means 40 pounds 
of clean wool for every $40, or 40 cents per 
pound in the grease. Estimating 3 cents for 
freight would mean 
that it would have to 
be bought at 37 cents 
per pound. A shrink- 
age of 1 per cent 
means a difference 
of 1 cent per pound 
in the grease and 
the shrinkage of 1 
per cent more than 
estimated would 
mean $10,000 on 1,- 
000,000 pounds of 
wool. 

A wool buyer has 
to be an expert to 
determine whether a 
lot of greasy wool is 
going to lose in 
grease and dirt 60 
pounds or 61 pounds 
out of every 100 
pounds. Sometimes 
the estimates of 
shrinkage are several 
per cent instead of 1 
per cent out of the 
way. 

The total number 
of sheep in the 
world, according to 
latest estimates (1922), is given 
in table below. 

The 1919 statistics showed a 
production of 3,000,000,000 pounds 
of wool; therefore, the decline 
has been 300,000,000 pounds, or 
10 per cent in the past three 
years, 


Number of Producing 
Sheep in Ibs. 
North America .. 40,617,826 279,618,392 
Central America & 

West Indies .... 1,107,600 1,542,000 
South America ... 77,048,675 399,400,420 
114,976,098 264,865,000 
77,901,980 278,166,002 
Australia and New 

ZOMG 102,315,851 818,027,796 

Total .......... 572,991,563 2,704,047,789 
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- The Movement for a Division of 
Federal Reserve Earnings 


By REUBEN A. LEWIS, JR. 


Two Per Cent Tax Proposed as a Substitute for Fran- 
chise Tax. Excess Earnings to Member Banks in Proportion to 


Annual Reserve Balance. 


Plan, First Formally Advocated by 


Spokesmen for New England Banks, Has Gained Impetus. 


HE movement for a more equitable 

division of the earnings of the 

Federal Reserve System among the 

member banks, as first formally ad- 
vocated before the Joint Congressional 
Committee of Inquiry in Washington by 
spokesmen for the New England banks, has 
gained impetus enough to make the proposal 
reasonably sure of legislative consideration. 
Whether it will crystallize into law in the 
form suggested is an open question. 

The first two definite proposals for 
changes in the present laws to make mem- 
bership in the system more attractive to the 
banks were laid before the committee by 
the representatives of bankers’ associations 
in the New England states. 

In bold outline, these were: 

First, that a 2 per cent tax on the 
Federal Reserve notes uncovered by gold 
reserve should be levied as a substitute 
for the franchise tax and that, after the 
payment of 6 per cent dividends and taxes, 
the excess earnings of the System remain- 
ing should be distributed to member banks 
in proportion to their annual reserve bal- 
ances. 

Second, that the reserve requirements of 
country banks should be changed in char- 
acter to permit the carriage of .one-third 
of the reserves within the banks’ own 
vaults in the form of Federal Reserve 
notes of the respective districts. 


Sentiment Grows 


HILE the reception accorded the latter 

suggestion was not at all favorable, the 
move for a wider distribution of contingent 
earnings has gained ground steadily and is 
foreshadowed to figure in the report that the 
Joint Congressional Committee will make to 
the House and the Senate about February 1. 
The rather general sentiment on the part 
of bankers for a more equitable sharing ot 
earnings, if by fortuitous circumstances the 
System should earn enough to provide a sur- 
plus after dividends and taxes, was reflected 
in letters from the governors of the regional 
banks, who candidly confessed that there 
was a widespread feeling among the banks 
for a more liberal provision. On its recent 
tour of the western and southern states, 
the committee found the desire on the part 
of the member banks for greater partici- 
pation in the earnings. One of the more 
impressive suggestions made was that the 
excess earnings should be distributed in such 


a way that the banks would obtain those at- 
tributable to rediscount operations and the 
Government those growing out of note is- 
sues. 


As Presented by Mr. Onthank 
fers proposal of the New England banks, 


which had been widely discussed among 
the state associations in advance of its of- 
ficial presentation at the Capitol, was laid, 
before the committee by E. A. Onthank, 
of Fitchburg, Mass. In a direct, concise 
manner Mr. Onthank outlined the plan: 

“While we do not advocate the payment of 
interest on reserve balances,” he said, “there 
is nevertheless a very general feeling among 
the member banks in our section, which we 
believe is shared in by banks throughout the 
country, that there should be some contin- 
gent return to member banks out of the 
earnings of Federal Reserve banks, in ad- 
dition to the cumulative 6 per cent dividends, 
for which the act provides. 

“We respectfully request that considera- 
tion be given to the propriety of amending 
Section 7 of the Federal Reserve Act which 
relates to the distribution of earnings. Be- 
lieving that the 6 per cent dividend on the 
capital stock is, all the circumstances con- 
sidered, a fair return, we do not advocate 
an increase in dividend rate or extra divi- 
dends; we do not ask that the Federal Re- 
serve banks be exempted from taxation by 
the Government, nor do we believe that our 
proposal will affect the revenue received by 
the Government, which grows out of the 
payment to the treasury by the Federal Re- 
serve banks as a franchise tax of 90 per 
cent of their annual net earnings after the 
payment of dividends. What we propose is 
merely, in our opinion, a more scientific and 
equitable adjustment of the tax. 

“Section 7 as it now stands . exempts 
Federal Reserve banks from all taxes by the 
Gevernment until they have accumulated a 
surplus equal to 100 per cent of their 
subscribed capital, and—after a Federal Re- 
serve bank has accumulated such a surplus 
which it is permitted to retain as a further 
additional surplus—10 per cent of its an- 
nual earnings after dividends. The stock of 
the Federal Reserve banks is held entirely 
by the member banks. By far the greater 
part of their deposits are maintained with 
them by the member banks, and the value of 
the fluctuating deposits carried by the 
treasury is more than offset by the services 
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the banks render the Government as fiscal 
agents of the treasury. 


No Occasion to Borrow 


66QQ.0OME of the member banks, which 

have no occasion to borrow, feel that 
they derive no direct benefits from the 
Federal Reserve System, but are merely 
carrying dead balances for the benefit of 
borrowing banks. The payment of fran- 
chise taxes by the Federal Reserve banks 
has not been uniform and, the tax instead 
of being definite and fixed and a first charge, 
is merely contingent. In fact, one of the 
Federal Reserve banks which has not yet 
accumulated its first surplus has never paid 
the treasury one dollar of taxes. Then, 
again, as the law now stands, any losses 
which any of the Federal Reserve banks 
may incur sufficiently large to reduce its 
surplus below the full amount provided for 
in the act are in effect borne by the treas- 
ury, for in such a case the Reserve bank 
would not pay any franchise taxes to the 
treasury until its surplus again amounted to 
100 per cent of its subscribed capital. We 
therefore respectfully request that the com- 
mittee consider the advisability of amending 
Section 7 of the act so as to provide that 
Federal Reserve banks shall pay a uniform 
tax to the Government; that is, the tax be 
made a first charge taking precedence of the 
cumulative dividends, and that it be levied 
upon that portion of the Federal Reserve 
note issue outstanding which is not speci- 
fically covered by gold reserve. We would 
suggest that this tax be fixed at 2 per cent 
and that it be paid into the treasury in 
monthly or quarterly installments; that after 
providing reasonable contingent reserves, 
Federal Reserve banks be required to pay 
into the treasury the amount in which their 
surplus now exceeds 100 per cent of their 
subscribed capital, and that no further addi- 
tion to surplus be made except in cases 
where the surplus became impaired. 

“Any surplus earnings which may remain 
at the end of each calendar year after the 
payment of the tax on Federal Reserve 
notes and the regular dividends to stock- 
holders would be distributed by the Federal 
Reserve banks among the member banks pro 
rata according to the average reserve 
balance carried by each with the Federal 
Reserve bank during the year.” 

Hearty support of the proposal was given 
by Arthur M. Heard, of Manchester, on be- 
half of the New Hampshire Bankers’ Asso- 
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ciation and the Northern Bankers’ Associa- 
tion. Alfred L. Aiken, the first Governor 
of the Boston Federal Reserve Bank and 
now chairman of the National Shawmut 
Bank, pronounced the proposition as sound, 
declaring that the recognition of the prin- 
ciple of distributing excess earnings “would 
do more than anything that has been pro- 
posed to maintain the interest and loyalty 
of the present stockholding banks and bring 
others into the system because of their 
realization that it would insure a fair and 
equitable distribution of earnings on the as- 
sets, which they themselves perforce 
provide.” The inquirers were informed that 
the other three representatives of New 
England state associations—Henry W. Cush- 
man, of Maine; Clarence L. Stockney, of 
Vermont, and Irving W. Cook, of Massa- 
chusetts—stood back of the proposal. 

While the immediate reaction of the com- 
mittee was not unfavorable, the members re- 
cited that the Federal Reserve System was 
not designed as a money-making institution 
and expressions of doubt were raised that, 
under normal conditions, it would do more 
than earn the 6 per cent dividends. “The 
benefits of the system must flow from ser- 
vice rather than from profits,” one member 
commented. 


Views of Governors 


HAT the sentiment in favor of liberal- 

izing the present law is not confined to 
any section was indicated by the responses 
from the respective Governors of the 
Federal Reserve banks to questionnaires 
sent out by the Federal Reserve Board, 
asking for their views as to how the eligible 
state banks and trust companies might be 
brought into the system. 

M. B. Wellborn, Governor of the Atlanta 
Federal Reserve Bank, asserted that while 
the board had been very liberal in its rules 
and regulations favorable to the admission 
of state banks, it might well consider one 
feature. 

“Tt is that state banks, as well as member 
banks, feel that under the provision of the 
Federal Reserve Act, in the distribution of 
the profits of the Reserve banks, that, they 
are not treated fairly in such distribution,” 
Governor Wellborn wrote. “In other words, 
they think too great an amount of the earn- 
ings goes to the Government, while the mem- 
ber banks contribute fully or more than 
their share in furnishing capital to the Re- 
serve banks to operate upon. Along this 
line, my suggestion would be to amend the 
Federal Reserve Act so that after the ex- 
penses of operation and losses are charged 
off, and the 6 per cent dividend paid to the 
stockholding banks, that the net profits then 
be divided, one-half to the Government and 
one-half to the member banks, provided that 
the 6 per cent dividend to member banks 
would be considered as a part of the 50 
per cent of profits which they would receive. 
As an example of this contention, the Fed- 
eral Reserve Bank of Atlanta paid to its 
member banks in dividends, for the year 
1921, the sum of $245,861.62, ‘and paid into 
the United States Treasury, $4,480,251.19. 
If a more equitable division of the profits 
were given to the member banks, I feel that 
a long step would be taken in gaining mem- 
bership of good state banks. 

Governor B. A. McKinney, of the Dallas 


Regional Bank, suggested as the second most 
important reasons moving eligible non-mem- 
ber banks to remain out of the system 
“limited participation by member banks in 
the earnings of Reserve banks to 6 per 
cent per annum on their investment in the 
capital stock of the Reserve banks, as now 
provided by law.” 


“Not Sufficiently Liberal’’ 


N the Richmond district, Governor George 

J. Seay found “a very strong undercur- 
rent of feeling that the Federal Reserve Act 
is not sufficiently liberal to member banks 
in fundamental principles.” 

“The member banks provide the capital 
and the deposits of Reserve banks,” Gover- 
nor Seay continued. “While these contribu- 
tions are not the only source of earning 
power of Federal Reserve banks—the issue 
of currency being a material source of earn- 
ing power—the member banks are believed 
to feel that they are entitled to a greater 
degree of ownership in Federal Reserve 
bank assets and earnings than they are ac- 
corded by law. 

“If it were possible to pay member banks 
interest on their reserve deposits, as corres- 
pondent banks pay interest on their deposits, 
it is believed the way would be open for the 
entrance of a large number of state banks, 
and the feeling of dissatisfaction would be 
removed in the case of a very considerable 
number of member banks. The payment of 
interest on deposits, however, is not desirable 
nor is it possible. It would impair or under- 
mine the usefulness and integrity of the Re- 
serve System. Member banks are called the 
stockholders of the Federal Reserve banks, 
but their ownership and power are limited in 
all directions. When Reserve banks were 
organized, it was not expected that their 
earnings would ever excite the cupidity of 
member banks, or that there would be any 
room for participation in earnings beyond 
the dividend provided by law. There is un- 
doubtedly a widespread feeling among mem- 
ber banks that they should have a greater 
participation in earnings and a_ greater 
ownership in accumulated and undistributed 
earnings. It is possible to liberalize the law 
in this respect without injury to the funda- 
mental structure of the Federal Reserve 
System.” 

The Minneapolis Regional Bank reported 
tersely that the state bankers “are not at all 
impressed with the rate of dividend on their 
capital stock investment.” 


More Attractive Financially 


EPUTY Governor J. H. Case, of the 

New York Federal Reserve Bank, sug- 
gested as one of several ways to encourage 
increased membership in the system that it 
be made more attractive financially. Ad- 
mitting that the payment of additional divi- 
dends upon Federal Reserve Bank stock, 
“when and if earnings warrant,” might be 
open to the objection of leading inevitably 
to inflation in greater or less degree, Gov- 
ernor Case suggested that this would depend 
upon how it was framed. 

“Such a plan would result in a closer rela- 
tionship between the member banks and the 
Reserve banks, and no doubt also in a fuller 
attention on the part of the member banks 
to the operations carried on by the Reserve 
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banks,” he commented. “But if from such 
a plan pressure resulted upon the Reserve 
banks to make earnings, it would lead to 
inflation. In years of quiet credit demand 
the Reserve banks are unlikely to earn more 
than their expenses, and in that case under 
the present law no return to the treasury 
results. In years of larger credit demand, 
if additional dividends to the banks are to 
be allowed, and if pressure to make larger 
earnings are resisted, the return to the treas- 
ury would be less than under present law; 
in other words, some of the funds now de- 
rived by the treasury would be shared with 
the banks.” 

Reporting that the “greatest degree of dis- 
satisfaction exists with banks located outside 
the centers,” as many of this class felt that 
the banks in the centers enjoyed advantages 
and profit through membership to a greater 
extent than they, Governor E. R. Fancher, 
of the Cleveland Federal Reserve Bank, 
cited as one of the objections “lack of parti- 
cipation in the earnings of the Federal Re- 
serve banks. Many banks feel that some- 
thing more than a 6 per cent. dividend on 
their capital payment is due them,” he 
added. 


The Idea of Making the 
System Mutual 


aa the most pointed appeal for 
a change in the law came from W. P. G. 
Harding, former Governor of the Federal 
Reserve Board, and now Governor of the 
Boston Regional Bank. 

“T may say that there is a general feeling 
among the New England bankers that Sec- 
tion 7 of the Bederal Reserve Act should be 
amended, not with the view of depriving 
the Government of revenue but rather with 
the idea of making the system a mutual 
one,” Governor Harding advised the board. 
“It is argued that as Section 7 now stands, 
there is no reason why member banks should 
take any particular interest in the system. 
The dividends on their stock at 6 per cent 
per annum are cumulative and are a fixed 
charge on the net earnings, but the Gov- 
ernment gets all the rest. Even the surplus 
will go to the Government in the event of 
final liquidation. It has been pointed out 
that Congress has been more liberal in this 
respect to the Farm Loan banks than it has 
to the Federal Reserve banks, for the capi- 
tal of the Farm Loan banks was supplied 
originally by the Treasury of the United 
States, although the Joint Stock Land banks 
have now relieved the treasury of by far the 
larger part of its stockholdings in the Farm 
Loan banks. Farm Loan banks are exempt 
from all taxes except as to real estate 
owned; their bonds as well as those of the 
Joint Stock Land banks are exempt from 
income taxes, and the earning are applied 
to the payment of dividends to stockholders, 
to the creation of a surplus, and the re- 
mainder is distributed to borrowers as a re- 
bate of interest. 

“In the case of the Federal Reserve banks 
the capital was supplied entirely by the mem- 
ber banks, which also furnished the deposits. 
The Government’s sole contribution was 
$100,000, which was appropriated to pay the 
expenses of the organization committee, of 
which amount $17,000 was turned back into 
the treasury. The Government has received 

(Continued on page 404) 
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Some of the Major Problems 


Without Government Aid 


4 i one not familiar with the history of 
America it might be fair to assume, 
after listening to a season of talk about 
various plans and proposals for govern- 
ment aid, especially aid to agriculture, that 
all things in America were accomplished 
through the paternalistic aid of Washing- 
ton, or some department thereof. 

The talk of government aid, and indeed 
the fashion of constantly going to Wash- 
ington or to a state capital for assistance, 
grows more momentous with the years, even 
though it is a departure from the traditional 
American characteristic of doing things for 
one’s self. 

In the long run this is not likely to make 
for a gain in national character, nor for a 
gain in national resources, for just so often 
as we try to get the government to work 
out on a wholesale scale problems that are 
largely, if not distinctly, individual, just 
so often do we add to the impairment of 
individual initiative. 

The really great things in a nation, aside 
from those operations that are distinctly 
governmental, such as the conduct of war, 
have not been accomplished by the govern- 
ment, but by individual industry, ingenuity 
and persistence. 

It was not the government which devel- 
oped and settled the great open spaces of 
America. Self-reliant men did that. There 
was no governmen aid overseas when the 
first steam engine was invented, nor when 
the weaving machine was erected, nor was 
there any government aid in America when 
the harvester was perfected—yet each of 
these is but an example of many other things 
which changed for the better the living 
conditions of multitudes. Our government 
is beneficent and all-wise, but how long 
would it take—as a government—to invent 
an electric light, or a talking machine, or 
a telephone? 

The fact of the matter is that there is 
more potentiality in the average man, inso- 
far as a solution of his particular and per- 
sonal everyday problems is concerned, than 
there is in a law-making body. Determina- 
tion and reliance upon his own will to put 
through his own plans is likely to do more 
for the individual than any quantity of 
mere reading matter bound into law books. 

If we lose the habit of self-reliance we 
shall look in vain for prosperity to rise 
out of a legislative hall. 

There is a suggestion in England’s ex- 
perience with the “unemployment dole” of 
the direction in which some of our public 
speakers would lead us. England has been 
giving public moneys to those out of em- 
ployment—and she has had a chance to ob- 
serve that this doling out of moneys to the 
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unemployed weakens initiative and self-reli- 
ance. Some of the schemes which are being 
proposed for the relief of agriculture are 
not far removed from “unemployment 
doles.” 

There has been proposed recently a plan 
by which Congress will appropriate $204,- 
000,000, to be used in creating “a coopera- 
tive marketing and credit system.” 

If it is true, as some observers have con- 
tended, that some of the individual failures 
in agriculture have been aggravated by, if 
not entirely due to too much credit—might 
not such a plan, if put into operation, be 
but pyramiding disaster? 

If the general belief—that the loss of a 
market for our surplus agricultural products 
has been a big factor in producing hard 
times for the farmer—is based on fact, is 
it reasonable to suppose that any domestic 
law can re-establish that market again un- 
til the people overseas have the wherewithal 
to buy? 

If the “unemployment dole” in England 
were doubled, or quadrupled, for each in- 
dividual, the unemployed might be pleased, 
even though in the long run this larger 
gift would mean the destruction of the use- 
fulness of many of the recipients, both to 
themselves and to society. 

If some of the schemes which are now 
proposed for the aid of agriculture are 
enacted into law, they will doubtless be ac- 
claimed by many as saving measures, but 
the final analysis will reveal them as 
hampering and mischievous illusions, for the 
plain reason that they are against economic 
law. 

Any form of the “unemployment dole” 
here in America is to be regretted. We 
should place our greatest reliance upon those 
qualities which produced the America that 
we now have. The less we look to the 
magic of “special measures,” just so much 
the less shall we be turning aside from 
the field in which we have achieved pros- 
perity. 


A Changing Picture 


Je an article published in the JourNAL in 
June, 1922, the following statement was 
made: 

“In the time following the invention of 
the steam engine and of other labor-saving 
machines, when the manufacturing of Eng- 
land was moving from the cottages into 
factories, England gained a great commer- 
cial advantage because she developed these 
industries with greater rapidity than did 
other nations. Now that we are standing 
at the opening of a new era of civilization 
and all the world is concerned over re- 
habilitation, it should be useful to recall 
that there are today similar advantages to 
be gained and opportunities to be lost. 
* * * Tt is almost inevitable that out of 
the present turmoil some great advantages 
should be won by some nation just as 
England gained in the instance cited.” 
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The foregoing quotation is made to ac- 
centuate if possible the present importance 
and the possible future results of four 
great changes which have been in progress 
for some time, and to which references are 
made day by day in the press. 

These changes are (1) negro migration, 
(2) the cotton supply, (3) the wheat crop, 
(4) immigration. 

What the migration of a multitude of 
negroes from the South means has been 
translated into fairly legible terms in the 
first November statement of the Crop Re- 
porting Board at Washington, estimating 
that 2,000,000 acres of cotton which were 
seeded in June will not be worked; that 
this area has virtually been abandoned. One 
of the reasons assigned for the abandon- 
ment has been the migration of negroes from 
the South. The exodus reduced the supply 
of cotton pickers—as the boll weevil had 
reduced the cotton—and had a tendency to 
increase the scale of wages. Whenever a 
planter came to the conclusion that the cost 
of picking and marketing the crop would 
exceed what might be expected in return, 
abandonment was inevitable. So that we 
have again forced upon our attention from 
a new angle the adverse position into which 
circumstances are forcing one source of 
our national wealth. 

Quite as familiar to everyone is the 
adverse position into which wheat growers 
have been forced, with another dwindling 
in a source of national wealth. “Wheat- 
growing here is a decadent industry!” writes 
a banker in the North Dakota wheat belt. 


The fourth change referred to is that 
resulting from the restriction of immigra- 
tion. What the final effect will be on our 
prosperity cannot be foretold, but it is 
significant that, while we are deploring the 
loss of markets, England, faced with the 
problem of reducing its population, is en- 
couraging emigration to its overseas do- 
minion. As these emigrants work out their 
individual problems of prospering, their sur- 
plus of agricultural products must in the 
natural course of events add to the world 
supply. In the natural course also they 
should in their eventual prosperity be buyers 
of many things which we make. 

One of the handicaps of the times is that 
events are at once so mammoth and sub- 
ject to so many complex influences that it 
is difficult to visualize them or to gauge their 
direction. The picture is too big for anyone 
to take in—moreover it is a changing picture 
—and bird’s-eye views are not obtainable. 

And therein lies a national danger, the 
danger of mistaking a fragment of the pic- 
ture for the whole—the danger of letting 
slip away business which has helped to 
make us great; the danger of standing still, 
clinging to old things and old hopes while 
new and perhaps greater national oppor- 
tunities are open to us. 

As long as the world is in a state of 
flux we have reason to watch our step! 
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Orderly Marketing 


HE favor with which the cooperative 

movement is looked upon is in no wise 
diminished by the imagination-stimulating 
description of it that is contained in the 
two words, “Orderly Marketing.” 

As order is Heaven’s first law, orderly 
marketing may sometime become Agricul- 
ture’s first law. At any rate, orderly mar- 
keting seems to have taken root in the 
public mind as one of the next big things 
to be put over. Among the consumers, as 
well as among the producers, there is a 
feeling that orderly marketing means the 
eliminating of much waste effort with ap- 
preciable benefits for those who produce and 
for the ultimate consumers. 

Now the mere method of marketing is 
regarded by many as the whole solution 
of at least some parts of the agricultural 


problem. But, however great the benefits 
which will result as the plan of cooperative 
marketing increases it is well to remember, 
both for the sake of the movement itself 
and on account of the producers who par- 
ticipate in cooperative marketing associa- 
tions, that marketing has its limitations. 

It would be a misfortune to agriculture 
to become imbued with the idea that this 
new institution, however useful and bene- 
ficial it may be, can be all-consuming! 

Cooperative marketing seems to be a logi- 
cal economic development. Wisely managed, 
it should give benefits to the consumer as 
well as to the farmer. A strong coopera- 
tive association may do many things which 
separate individuals, or even corporations 
may not. It may extend existing markets 
and even create new markets, as a Pacific 
Coast enterprise has demonstrated in selling 
its fruit products in the East; but a coop- 
erative association or a great group of such 


December, 1923 


associations is not necessarily an institution 
which can cure conditions beyond its reach. 

Cooperative marketing, if it would, can- 
not prevent countries where land and la- 
bor are cheaper than our own land and la- 
bor, from producing in abundance and sell- 
ing in overseas markets at prices not attrac- 
tive to us. Through cooperation, producers 
of foodstuffs may, as has been suggested, 
cause the housewife to buy more than she 
is now buying, but with every success 
looked for from orderly marketing, there 
may still be left a surplus possessing dan- 
gerous potentialities to others as well as 
to those who raise it! 

The movement is now old enough to indi- 
cate that much good may flow from it, but 
its development ought not to be jeopardized 
by attributing to it powers which lie with- 
out its scope of operation. Let there be 
orderly thinking in connection with orderly 
marketing. 


Best Life Because Best Advertised 


BY WILLIAM G. EDENS 


Vice President, Central Trust Company of Illinois, Chicago 


MERICA has the best life on this 
A earth because it has the best ad- 
vertised life. 

American health is the best in the world 
because American people are best informed 
in the ways and habits of health; largely 
through advertising. American business is 
the largest and most successful in the world 
because it uses advertising the most. Ameri- 
can businessmen enlarge their business in- 
stitutions in proportion as they advertise 
them. American buyers become more 
shrewd in spending their money in propor- 
tion as they read advertisements. Adver- 
tising, therefore, is the medium which, like 
mercy in Portia’s famous’speech in the “Mer- 
chant of Venice,” “It blesseth him that gives 
and him that takes.” 

Until the World War proved the attrac- 
tion that drew about 2,000,000 of our best 
men and women to Europe, there was a 
decided movement in this country to “see 
America first.” The American newspaper 
advertising of the faults, foibles and esca- 
pades of European fortune-hunters had 
largely counteracted the ambitions of a great 
many of our citizens to go to Europe and 
scramble to get into the places from which 
Europeans were scrambling to get out. 
American advertisers began to play up the 
wonderful advantages and drawing points 
in America. The great national parks and 
the attractions of other sections of the 
country were advertised in such an effective 
manner that people of this country became 
more and more proud of their own land for 
sightseeing, The central regions surround- 
ing Chicago send hundreds of thousands of 
people annually not only to the Pacific Coast, 
but also the Atlantic Coast, to the woods 
and other retreats of our northern states 
in summer, and to the balmy climate of 
our southern states in winter. Hotel sta- 
tistics show that even conservative New 
England and the Atlantic Coast people are 
now turning their eyes toward the Golden 
Gate. 


This enormous increase in domestic pas- 
senger travel is making American people 
better acquainted with their country, is 
welding the populations of the various states 
into a better understanding with one an- 
other and into a keener appreciation, not 
only of American institutions, but of those 
sectional beliefs which have been the heri- 
tage of some portions of our country. Just 
as in every family there are individualistic 
tendencies, so there are the same tendencies 
among a great people. The visiting back 
and forth, I believe, has created a tendency 
on the part of some who formerly were 
critics to respect the opinions and beliefs 
of their neighbors. As this interstate visit- 
ing continues and grows, the timé is com- 
ing when sectional barriers will be broken 
down. Thus advertising may claim its place 
as a great leveler of prejudices and a great 
moulder of union. 

The press of the United States is regarded 
by many as the most powerful of our in- 
stitutions. There may be some who differ 
with this opinion, but, nevertheless, it must 
be numbered with the schools and the 
churches as one of the trinity of most pow- 
erful creators of knowledge and patriotism. 
The press could exist without advertising, 
and in that condition it would be a mere 
purveyor of news. The newspapers of to- 
day, however, are not merely our town 
criers of old. They bring us not only the 
news of the world, of the nation, the state, 
the city and the neighborhood, but they have 
become fireside friends and daily visitors to 
the innermost places in family life. Some 
of us do not realize that there are hundreds 
of thousands of people isolated in remote 
regions, and even friendless in the most 
congested parts of our largest cities, to 
whom the daily paper is practically their 
only friend. 

Advertising is what it is today largely 
because of the power and success of the 
daily paper. Nevertheless, it is true that 
the daily paper is as successful as it is 


today because of advertising. Some of the 
raw paper used by newspapers in our larger 
cities costs between ten and twenty thousand 
dollars a day more than the returns from 
those who buy the papers. This difference 
must be made up by the advertisers. In 
other words, if there were no advertising, 
newspaper readers would be denied the daily 
contact with the outlook on the world which: 
the newspapers afford. 

The banking business, with which I am. 
better acquainted than any other business, 
has been benefited largely by advertising 
within the last dozen or fifteen years. Big 
banking institutions of the country have 
done more advertising than ever before in. 
their history. They have installed large 
advertising departments which acquaint their 
communities and customers with facts which: 
formerly were regarded in the light of in- 
stitutional secrets. The banker publishes 
to the community those facts which build 
up community respect and confidence in his 
institution. The result has been that mil- 
lions of people who formerly would not 
place their money in the care of bankers, but 
who hoarded it at home, entrusted it to- 
friends, or invested it in wildcat specula- 
tions, now regard the bank as the safest 
place in the world. Hundreds of millions. 
of dollars have been brought from their 
hiding places and placed in circulation, much 
to the advance of America and American: 
institutions, as well as American business. 
My personal belief is that newspaper ad- 
vertising has done more for American banks 
the last dozen years than any other single 
agency. 


Guaranty Trust Company of New York an- 
nounces the appointment of Harold D. Bentley 
as a Vice-President. Mr. Bentley became associated 
with the Company ten years ago, and for the 
last four years has served as Investment Trust 
Officer. ‘e will continue to have direct charge- 
of the Company’s investments in trusts and es- 
tates. 

Mr. Bentley was born and educated in Roches- 
ter, and entered the banking field there with the- 
Merchants Bank of Rochester. 


American Branch Banking 
in Latin America 


BY G. BUTLER SHERWELL 


European Banks, Long in the Field, Have Adopted the 


Policy of Aiding Federal and Municipal Governments. Immedi- 
ate Profits a Matter of Secondary Consideration When German 


MERICAN branch banking in Latin 
America has assumed great im- 
portance in recent years with the 
advent of the United States into 

the class of creditor nations, being a large 

supplier of manufactured products and in- 
vestment capital. This does not mean, of 
course, that no importance was attached to 
the subject in pre-war years, when the United 

States was a debtor nation and trade inter- 

course with Latin America had not reached 

substantial proportions. It does mean, how- 
ever, that the present condition of Inter- 

American trade and business gives the mat- 

ter of branch banking in Latin America a 

new and greater significance. 


Begin to Push 


i has been thought advisable in this study 
to start with the presentation of condi- 
tions in the Latin American field at the time 
when American banks began to push their 
ramifications on a large scale. 

The outbreak of the European war and 
the passage of the Federal Reserve Act will 
be taken as a starting point, although the 
fact must be made clear that prior to those 
two events a few branches of American 
banks had been established in Mexico and in 
Panama. In order to understand better the 
conditions prevailing in Latin America upon 
the entrance of the American banks into that 
field, a brief statement will be presented, 
showing the progress made by the European 
banks in their Latin American branches 
prior to the war, since these institutions were 
the pioneers of banking in the Southern 
countries. The difference between the 
manner of operation of the European banks 
and that of the American banks after their 
entrance in the field will be established. An 
analysis of the condition of the American 
banks on various dates will show the differ- 
ent activities in which the American branch 
banks engaged as compared with the activi- 
ties and financial assistance rendered by the 
European banks. It will then be possible to 
draw some conclusions with regard to the 
reasons for the withdrawal of branches from 
certain fields and to ascertain to what extent 
these branches were successful in fulfilling 
the needs which prompted their establish- 
ment, as compared with the permanent suc- 
cess achieved by the European banks in their 
Latin American ramifications. 

This study is based on the assertion that 
the opening of bank branches in the coun- 
tries of the South entails considerable in- 


Banks Entered the Field. Policies of the Different Types. 


vestment of capital. This subject will be 
treated primarily, therefore, from the invest- 
ment point of view, since not only the actual 
establishment of the branches, but also the 
financial transactions which the operation of 
the banks originated, were responsible for 
further investments along other financial or 
mercantile lines. Prior to the outbreak of 
the European war, the investment of Amer- 
ican capital abroad was not induced by a 
superabundance of capital seeking a profit- 
able investment, but rather by the intention 
of American enterprises to develop their 
operations and to protect their position in 
international trade. American capitel was 
invested in Latin America at that time, chiefly 
in mining, oil, meat-packing, fruit, and tim- 
ber concerns. The United States faced this 
situation for some years, but trade with 
Latin America was not developed to any 
great extent because of the broadness and 
the pressure of the home markets, which 
were able to consume almost the total of 
the country’s manufactured products. The 
events of the European war and the rapid 
development of the industrial enterprises of 
the country pointed out the need for the 
development of trade with the Southern 
countries. 


European Banking Position 


RIOR to the war, England largely sup- 

plied the banking facilities needed by the 
Latin American republics in conducting busi- 
ness with the rest of the world. The English 
system of banking was introduced there 
earlier than any other European system. 
The first two banks destined to develop the 
Latin American field were established as 
early as 1862. Such trade as was conducted 
at that time between the Americas was taken 
care of through a chain of merchant houses 
in Central and South America, assisted finan- 
cially by their banks and the representatives 
of the merchant houses of the banks estab- 
lished in the United States. _ 

Although English interests control a sub- 
stantial part of the capital of several of the 
domestic and foreign banks established in 
Latin America, there are five institutions 
which are entirely British and Canadian 
owned. Some of these institutions are closely 
affiliated and have divided the territory into 
different zones in which the corresponding 
bank aimed to hold the leadership. There 
are exceptions, however, where an English 
institution and some of the Canadian bank 
branches have followed a contrary policy and 
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have established branches in important com- 
mercial centers. 

Trade between the British Empire and 
Latin America has been considerably devel- 
oped by the British banks, not only as a 
result of facilities and assistance afforded, 
but also as a result of their close connection 
with the domestic industries. English bank- 
ing in Latin America has been considered to 
be conducted along very conservative lines, 
designed to carry on their business trans- 
actions on a moderately profitable basis and 
to aid in the development of British invest- 
ments and trade. Considerable support is 
given to them by the accounts of the British 
enterprises established in the field, such as 
railways, mercantile establishments, steam- 
ship lines, plantations and public utilities. 


German Banks 


‘ German banks established in Latin 
America prior to the war went further, 
and entered the field as an inducement to 
German trade and frequently in advance of 
any other expression of German activity. 
In point of fact, the policies followed by 
these institutions were designed to carry out 
the program of trade expansion of the Ger- 
man Empire; the matter of immediate profits 
was a secondary object. This program of 
trade expansion was put into effect 
immediately after the close of the Franco- 
Prussian War, when German industrial in- 
terests, with the strong support of their 
Government, began to contend more effec- 
tively than ever before for a larger share 
in the trade of Latin America. The neces- 
sity of substantial trade expansion in order 
to find markets for the growing production 
of goods by its domestic industries was then 
fully realized in Germany. Up to that time, 
Germany’s trade with Latin America was as 
dependent upon the facilities offered by for- 
eign banks as the United States was prior 
to the outbreak of the European war. The 
necessity was soon realized, therefore, of 
establishing better facilities for the financing 
of the growing commercial intercourse. Dr. 
Richard Hauser in his study on “Die 
Deutschen Ueberseebanken” summarizes the 
reasons which prompted the German banks 
to establish their ramifications in foreign 
countries, as follows: (1) the desire to see 
Germany properly represented in the foreign 
banking field; (2) good returns for capital 
invested in countries where high interest 
rates prevail as a result of the scarcity of 
capital; (3) profits on the handling of 
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Picking Coffee in Brazil. 


security issues for the federal and municipal 
governments in the countries represented, 
which entailed frequently the further ad- 
vantage in the securing of orders for mer- 
chandise from the home industries; and (4) 
the advantage afforded to the home indus- 
tries by the foreign banking ramifications in 
extending credits and facilitating interna- 
tional payments. 

The four most important German banking 
institutions operating in Latin America di- 
vided among themselves, as in the case of the 
British banks, the Latin American territory 
into different zones and endeavored as far as 
possible to avoid competition with each other. 
There is a small German banking institution 
in the province of Antioquia in Colombia, 
but its activities are largely confined to the 
purchasing of coffee for account of German 
importers. 


Other European Banks 


B* reason of the large Spanish, French, 
and Italian populations in South Amer- 
ica, banks owned by them are frequently of 
a domestic nature. There are, however, sev- 
eral institutions which are either entirely 
owned by Spanish, France or Italian capital- 
ists, or else they are branches of European 
institutions. The most important of the lat- 
ter class is the Spanish group by reason of 
the dense Spanish population in Latin 
America. 

Even the smaller nations have been ahead 
of the United States in establishing banking 
connections in Latin America. Before the 
European war, there were branches of 
Dutch, Belgian, Swiss, and Portuguese banks 
already established in the countries of the 
South. These banks work under conditions 
considerably different from those prevailing 
for English and German banks, and follow 
different policies. The differences in na- 
tional characteristics and customs between 
the Latin peoples of Europe and those of 
America are but slight. Thus, an intimate 
relationship exists between the Latin Euro- 
pean banks and the peoples of Latin Amer- 
ica, and it is safe to state that the Latin- 
European banks established in Latin Amer- 
ica exist primarily to serve local interests 
rather than to develop their national trade 
and investments. 


Establishment of American 
Branches 


f fee outbreak of the European war led 
to a considerable change in the activities 
and policies followed by the European finan- 
cial institutions in Latin America, Their 
gradual expansion was suddenly brought to 
a stop and the inflow of European invest- 
ment capital was checked to supply the needs 
of the belligerent nations. The atmosphere 
of uncertainty created by the war conditions 
checked also the expansion of the banks be- 
longing to neutral European countries. The 
industries of Latin America, previously 
financed by .Europe, began to look to the 
American market as a source of capital, and 
for the same reasons to look to the United 
States to supply the demands of Latin 
America for manufactured products. 

One of the purposes of the Federal Re- 
serve System was that of providing a better 
means for the expansion of American export 
trade. The limitations and restrictions which 
had been incorporated into the National 
Banking Act hindered to a great extent a 
rapid development of an export trade. Trade 
with Latin America was then in the hands 
of European and native banks, with the 
result that accommodations in foreign trade 
were obtained only at high cost and at times 
a lack of satisfactory facilities for business 
houses looking for such accommodation’ was 
apparent. 

The Federal Reserve Act made two inno- 
vations in the foreign banking situation as 
it then existed: the introduction and use 
of bankers’ acceptances were provided for 
and, under certain requirements, it also pro- 
vided for the opening of branches of Amer- 
ican banks in foreign countries, which were 
intended to be devoted to the development 
of American trade abroad. The Federal 
Reserve Banks likewise were authorized to 
establish agencies and appoint correspondents 
in foreign countries. It was thought that 
branches of American banks in foreign coun- 
tries would develop trade by the use of the 
same methods employed in the development 
of domestic trade. Immediately after the 
enactment of the Federal Reserve Act, a 
movement was started to obtain legislation 
which would allow national banks to organ- 
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ize foreign banking corporations by taking 
out stock in the enterprise and proceeding 
to do business in foreign’ countries. The 
result was that on December 24, 1919, the 
Federal Reserve Act was amended to allow 
the establishment of corporations of that 
nature, 


Different Types of Banks 
Established 


HE facilities afforded under the new 

legislation for banking expansion in for- 
eign fields were immediately used by certain 
banks which proceeded to establish branches 
and agencies, principally in the Latin Amer- 
ican field. 

At this point, it is pertinent to discuss the 
main differences between branches and agen- 
cies of banks in Latin America. An agency 
or correspondent bank in Latin America 
would not help in the development of trade 
as would a branch. The limitations with 
regard to the efficiency of an agency or a 
foreign correspondent bank, as compared 
with a branch of an American bank estab- 
lished abroad, relate principally to the sub- 
ject of executive control and purpose. Even 
if the functions of a branch bank and those 
of an agency or foreign correspondent were 
the same and based on the same banking 
laws, the foreign branch of an American 
banking institution would have a purpose 
and executive power to act with a much 
greater force in the development of trade 
than one of divided purpose owned or con- 
trolled abroad. The fundamental limitation 
arises in the case of an agency, from the 
absence of essential banking functions in 
the institution itself. The banking functions 
exercised alike and in coordination by the 
American bank at home and in its foreign 
branches, according to the Federal Reserve 
Act, are absent in the case of a foreign 
agency. In point of fact, agencies are not 
allowed by law to handle local loans nor 
to transact discount and deposit business. 
Agencies are allowed to purchase only bills 
that have already been accepted; they can- 
not take part in underwriting nor in arrang- 
ing for acceptances or the issuance of letters 
of credit by the home office. It does not 
seem likely, therefore, that agencies are of 
much direct service in bringing about a 
substantial trade development. In the case 
of European banks, the establishment of 
agencies has been of a temporary rather than 
permanent character. The trade conditions 
being by these expedients carefully weighed 
and explored, the bank branch has followed 
as the permanent institution to finance and 
build up the European trade. 

It may be said that four different types of 
American financial institutions entered the 
Latin American field after the enactment of 
the Federal Reserve Act. The first group 
comprised the banks of deposit and discount 
in the United States which established their 
own branches in the Southern countries. 
To the second group belong the for- 
eign trade banks which were not allowed 
to take deposits in the United States, but 
established their own branches in Latin 
America with no limitations as to manner of 
operation. The third group comprised the 
American banks of deposit and discount 
which instead of establishing their own 
branches or participating in the ownership 
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of a foreign trade bank, found it profitable 
to transact their Latin American affairs 
through European or native institutions 
established in those countries, the latter re- 
ciprocating by keeping balances and buying 
dollar acceptances from the bank. The last 
group was formed by a bank which is not 
empowered to accept deposits in the United 
States; it operates in Latin American coun- 
tries under joint-American and local man- 
agership, but under stock control by the 
American institution. 

The latter type deserves particular atten- 
tion. The institution engaged in exploiting 
the Latin American banking field through 
joint-American and local ownership and 
management, adopted that policy in the be- 
lief that as most of the Latin American 
countries differ from one another with re- 
gard to currency, banking laws, and customs, 
a separate and specially equipped bank would 
better meet the local conditions which pre- 
vail in most of the Southern countries. Each 
of the banks affiliated with that institution 
operates only in one country, it being in 
reality a local bank of deposit and discount. 
In addition to their ordinary function in 
handling local deposits, discounts, negotiable 
instruments, and exchange, the affiliated 
banks also practice merchant banking after 
the manner of European banks. By merchant 
Danking it is not meant that the banks ac- 
tually engage in trading, but that they act 
‘merely as intermediaries between buyer and 
seller. 

The type of banks commonly known as 
Edge banks are empowered by law to open 
branches abroad, but so far their activities 
in the domestic market have been confined to 
the financing of foreign trade by means of 
acceptances. The use of bankers’ acceptances 
by all banks engaged in developing trade 
intercourse with Latin America was of para- 
mount importance and has been fundamental 
to the development of American banking 
there. 


American Development 


HE establishment of American banks in 

continental Latin America was done in a 
gradual way and on a small scale, but the 
development in the West Indies was brought 
about on a considerably larger scale. The 
assistance needed to finance the extensive 
agricultural development in those islands as 
well as to finance their growing trade with 
the United States necessitated the help of 
banks even in towns where in the ordinary 
‘course of business it would not have been 
required. In continental Latin America as- 
sistance was needed not only to undertake 
the financing of trade intercourse but also 
to help in the development of native indus- 
tries which were established to meet the 
demands resulting from difficulties in getting 
orders filled abroad and also on account of 
the increasing purchasing power of the peo- 
ple. The branch banking development in 
continental Latin America was confined, 
therefore, to the cities and ports where the 
Presence of branches was evidently needed 
and where connections were thought to be 
of permanent character. 

In countries where capital is scarce, there 
are few deposits, and banks are therefore 
primarily lenders of capital,, which they 
procure by means of loans obtained in coun- 
tries where there is a surplus of investment 
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capital. As will be demonstrated later by 
figures, new institutions established in Latin 
America have to contend with the difficulty 
of obtaining deposits, which cannot be 
counted upon as a source of much revenue. 
Rates of interest on loans vary according to 
conditions prevailing in different countries, 
but it may safely be stated that they range 
from 8 to 12 per cent. These rates are not 
as attractive as they appear, since overhead 
charges are extremely heavy and losses far 
exceed those experienced in more heavily 
capitalized countries. 


Manner of Operation 


entering into the discussion of 
the activities of the American bank 
branches in Latin America, it will be im- 
portant to inquire into the difference between 
the manner of operation followed by the 
European banks and that followed by the 
American banks. 

The policies followed by the European 
banks in Latin America, in financing trade 
intercourse and industrial enterprises, differ 
quite considerably from those followed by 
the American banks after their entrance into 
the field. This was due in part to the diffi- 
culties under which American banks had to 
labor because of the particular circumstances 
under which their development was con- 
ducted. 

In the first place, before the war, Amer- 
ican trade with Latin America lacked the 
auxiliary assistance that might have been 
rendered by steamship lines under American 
registry. The almost absolute dependence 
upon ships of foreign registry was undoubt- 
edly a deterring factor in the successful op- 
eration of banks in promoting trade between 
the Americas. A notably great advantage 
which England and Germany enjoyed in the 
development of their financial institutions in 
Latin America was the willingness of those 
countries, and the practical means at their 
command, to furnish large amounts of capital 
for investment in the construction of public 
works, railroads, and all kinds of public and 
private utilities for which Latin America 
required outside capital in continuous and 
large amounts. 

It being only natural that the channels of 
commerce of debtor nations should flow to 
the creditor nations, the railroads constructed 


in Latin America with English capital re- 
sulted in increasing purchases of equipment 
and supplies in England, and likewise, the 
industrial corporations and_ plantations 
financed by German banks are likely to make 
their purchases, as far as possible, in Ger- 
many. The Latin American countries, hav- 
ing been considerably indebted to Europe 
before the war, made their purchases in the 
markets of the countries where credit, in 
some form or other, could be obtained for 
the settlement of trade balances. In other 
words, the success of European banks in the 
Southern countries has been partially due to 
the investments made through these banks by 
the countries of Europe, upon which a sound 
foreign trade intercourse was built. 

The most striking difference in the manner 
of operation followed by European banks as 
compared with the systems followed by the 
American institutions upon their entrance in 
the field was that in connection with the 
terms and manner of imparting financial 
assistance. European banks extended credits 
to their Latin American customers for 
periods ranging from six months to a year, 
whereas the American institutions endeav- 
ored to transact their loaning operations 
within a three months’ limit with the pos- 
sible privilege of renewal. 

The practice of opening credits in “cur- 
rent account” was imported from Europe by 
the banks of that origin and was adopted by 
the native banks in their respective coun- 
tries. This manner of operation is merely 
an authorization to draw upon the bank up 
to a certain amount of money, within a speci- 
fied period of time. The transaction is usu- 
ally covered by a note signed by the 
beneficiary of the credit and frequently tan- 
gible security is tendered as collateral. In- 
terest is charged only on the amounts of the 
credit which have been availed of. This 
manner of procedure was practically un- 
known to the American banks, and their 
reluctance to extend credit facilities on such 
terms proved a drawback to a rapid ex- 
pansion of activities. In certain cases, how- 
ever, when the customer’s account was con- 
sidered of great value, credits in “current 
account” were also extended by American 
institutions. Extension of credits on mort- 
gages has been practiced by the European 
banks since their establishment in the Latin 
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The West Speaks on the 


Reserve Act 


By G. ALEX HOPE 


A Review of the Hearings Discloses That Some Prejudice 


Still Exists. 


Why Some State Banks Prefer Correspondents to 


Membership. Testimony as to a Greater Distribution of Profits 
Desired. Reserve Balance is “Bank’s Insurance Against Failure.” 


EW modifications of the Federal Re- 

serve Act, the Federal Farm Loan 

Act or laws governing rural credits 

are to be expected at the coming 
session of Congress, if hearings just con- 
cluded by the Joint Committee of Inquiry 
form a sound basis for judgment. 

To be sure the committee was informed 
that there were more banks than bankers 
in the country and that the latter must 
be “controlled.” It was also suggested to 


the committee that the new ruling of the’ 


comptroller regulating branches of national 
banks really made them tellers’ windows 
instead of banking houses. But the com- 
mittee discovered too that the psychologi- 
‘cal atmosphere surrounding the Federal Re- 
serve System was gradually being cleared 
of storm clouds and that better adminis- 
tration of the reserve banks was keeping 
other clouds away. 

Unjustified prejudice on the part of coun- 
try bankers was charged by some who 
testified, but in other instances it was 
brought out that mere timidity and indif- 
ference kept many rural banks from coming 
in. There was abundant testimony, too, 
to the effect that additional members would 
not necessarily strengthen the system, but 
that, on the other hand, the admittance of 
some of the present “eligibles” might se- 
riously interfere with its proper function- 
ing. 


Investment Paper 


N a number of instances representatives of 

state banks championed the proposal of 
“investment paper” as a basis for redis- 
count, and while it was admitted by others 
whose testimony followed that the security 
of such paper is unquestionable, it was 
argued that the liquidity is, and that, there- 
fore, it could not properly be made a basis 
of note issue. 

That familiar ghost of “Deflation in 1920” 
put in his appearance with more or less 
trepidation on several occasions and without 
the same punch that has characterized some 
previous appearances. It was evident that 
even the country bankers have been con- 
vinced of the wisdom of the reserve board’s 
policy of that year, when war prices be- 
gan their spectacular tumble. 

The hearings brought out the fact that 
many member banks rendered such good 
service as correspondents to non-members 
that the facilities thus offered made it un- 
necessary for the latter to join. The cor- 


respondent banks, representatives of non- 
member banks said, offered them all the 
features of membership without imposing 
what to them were restrictions and incum- 
brances. 


Par Collection in Texas 


AR collection was a dead letter in some 

of the hearings, but came to life in 
Texas when the president of a large na- 
tional bank said that “the antipathy toward 
par collection was one of the principal rea- 
sons that some country banks remained 
out of the system.” 

In St. Louis the inquiry was shunted 
to the side-track of branch banking, which 
gave added interest to the hearing, inas- 
much as that city is at present the center 
of an important case on branch banking. 
There the one exponent of that cause, after 
he had vigorously defended his bank’s po- 
sition in the matter, was the target of five 
others who followed and who contended 
that the one thing that branch banking 
would accomplish would be “to place the 
money power in the hands of a few.” 

Interest on reserve balances, or a sub- 
stitute therefor, was a topic of universal 
interest, some contending that if the for- 
mer necessitated competition with commer- 
cial banks then some more equitable plan 
should be adopted for a distribution of 
profits, so as to enable members to share 
in larger measure in the earnings of the 
system. 

The fact that to this joint committee 
was given very broad powers by the act 
of the Sixty-seventh Congress, which cre- 
ated it, accounts in part for the multitude 
of “causes” presented for its consideration. 
Authorized primarily to inquire into the ef- 
fect of the present limited membership of 
state banks and trust companies in the Fed- 
eral Reserve System upon financial con- 
ditions in the agricultural sections of the 
United States, the committee has performed 
the further service of investigating the 
credit facilities for the agricultural and 
live-stock industries with a view of amend- 
ing acts governing these facilities if the 
occasion demanded. 

Many who a year ago proclaimed that 
this same Congressional Committee had 
thrown a political monkey wrench into the 
reserve system by sending out a question- 
naire to “eligible” non-members asking why 
they did not join the system, have now 
buried the hatchet. They have expressed 
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themselves as being convinced that the com- 
mittee, instead of sponsoring intimidation 
to bring the wayward ones in, was simply 
not in possession of all the facts and was 
desirous of getting them at their source. 
The scope of the inquiry has not only 
borne out this belief, but the results them- 
selves ‘have been further proof that here- 
tofore blocked channels of expression were 
opened by what some had previously styled 
an unnecessary investigation. 

Early in the hearings it was clear that 
that, intangible something called prejudice 
was a potent factor in the minds of many 
non-members—that it was this thing alone 
that blocked many paths. Time after time 
bankers appeared who expressed an inane 
desire to steer clear of the system because 
of unfounded beliefs in its ability to con- 
trol them. “Such beliefs exist,” said the 
representative of one member bank to the 
committee, “simply because the Federal Re- 
serve has not taken the trouble or the 
care to properly disseminate information 
concerning its powers and activities.” 


Misunderstanding Over 
Earnings 


Fi8S? there was a belief that the sys- 
tem is still earning profits comparable 
to those made during the war, while con- 
tinuing to distribute but 6 per cent per an- 
num on paid-in capital. When it was pointed 
out that the twelve banks are today earning 
at less than one-fifth the rate that they 
did during the war, surprise was expressed 
that this was true. Note circulation in 
that time has shrunk from a peak of $3,- 
300,000,000 to $2,200,000,000; total discounts 
from $2,800,000,000 to $875,000,000, and to- 
tal earning assets from $3,400,000,000 to 
$1,175,000,000. 

Next, the feeling was expressed that some 
Federal Reserve officers are arrogant and 
overbearing; or, as a member of the com- 
mittee preferred to word it, “they have too 
much dignity and not enough cordiality.” 
Instances were cited where making a regu- 
lation iron-bound had worked a_ hardship 
on members, when the rule could have been 
abrogated without harm. The policies of 
representatives employed to effect collections 
at par was recalled, and it was evident that 
their methods of dealing with the banks in 
question had left a deep sore spot. A typi- 
cal comment on this subject was given 
by one who had been listening to testimony 
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and who remarked that “it is evident that 
there should be a somewhat more generous 
construction placed on its actual operation 
by the proper officers.” 

An appeal made by an Illinois banker 
is indicative of the desire for longer term 
paper as a basis for rediscount. He called 
attention to the necessity of taking, as a 
large part of his security, farm mortgages. 
In many cases there was nothing else to 
be had. The example he gave was of a 
well-to-do local man who was worth some 
$60,000 and whose only borrowings con- 
sisted of $5;000 for a piece of land, secured 
by a mortgage on it. The banker had been 
acquainted with the borrower for more than 
a score of years and knew him to be worth 
several times his obligation, yet the reserve 
bank would not accept such paper if he 
presented it for rediscount. He was, there- 
fore, not interested in membership because 
the reserve bank had few or no services 
to offer him. 

The president of a large trust company 
who answered him in testimony that fol- 
lowed admitted that this country bank should 
not be expected to join. He continued say- 
ing that “commercial banks exist to handle 
the business of the country in consumable 
goods. Therefore, farm mortgages should 
not be made eligible paper. They may 
be all right in some places, but should 
not be made the basis of note issue.” It 
was further pointed out that, while the 
reserve banks or anyone else could not 
question the security behind such paper, they 
might well question its liquidity and that 
the lack of this feature was sufficient to 
bar it. 

When the ghost of deflation bobbed up 
in the South, the president of a national 
bank refuted the charge by volunteering 
that “in 1920 the Federal Reserve Bank 
was the direct cause of our having to put 
our house in order, and the officers and 
directors of the bank have been very thank- 
ful ever since.” The president of another 
national bank in Texas added that by re- 
quiring the person giving a note to make 
it safe for rediscount, the Federal Reserve 
System had been “the salvation of the 
country bank.” 

An officer of a Dallas bank suggested 
that banking was safer in 1920 than there- 
tofore, “because previously many banks were 
not sufficiently exact in obtaining statements 
of assets and determining the soundness of 
paper which they discounted.” When the 
committee was told in St, Louis that too 
much stress was being put on eventualities 
and not enough on everyday conditions, a 
member of the committee volunteered that 
“it is the exception rather than the rule 
that we are trying to take care of.” 


Correspondents Please 


XCELLENT service on the part of mem- 

ber bank correspondents was found to be 
a substitute for membership in many cases. 
A goodly number of small banks gave this 
as the sole reason for their failure to join. 
This attitude is well expressed by the presi- 
dent of a state bank, who said: “They 


depend on their city correspondents to take 
care of them in time of need and some 
of them think of the Federal Reserve Sys- 
tem as a colossus that might hurt them.” 
It has been found that these correspondents 
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are bending every effort to give banks good 
service, and that by so doing they are in- 
directly competing with the reserve banks. 

Explanation of the facilities for redis- 
count offered by the reserve banks was met 
with the assertion that correspondents were 
offering accommodations at the same rate 
and that the only reason some banks con- 
tinued operations with the Federal Reserve 
was due to a disinclination to incur obliga- 
tions by borrowing on these terms from cor- 
respondents. Occasionally it was noted that 
accommodations could be secured at less 
than the prevailing bank rate, but these 
cases were due to purely local or temporary 
causes. 

In some instances it was found that in 
slack times correspondents would rediscount 
longer term paper than that acceptable at the 
Reserve banks, believing that before a 
period of stringency would occur the time of 
maturity would be reduced so as to make 
it eligible. This was cited as further proof 
of the desirability of correspondents, but it 
was pointed out that no great amount of 
such rediscounting could take place without 
endangering the position of the correspon- 
dent member. 

Smaller banks, both members and non- 
members, who contrast their correspondents 
to membership, make the point that while 
the prestige of membership is worth some- 
thing, they are convinced that the extra 
cost is too high for them. The president of 
a bank with $100,000 capital estimated the 
cost of membership for his institution at 
$1,500 per annum. He was then asked: 
“Would your institution remain in the sys- 
tem, as at present administered, were it 
optional for it to do so?” He replied in the 
affirmative. 

Further contrasts were drawn between re- 
quirements for membership and the ease 
with which one could operate through a cor- 
respondent, one banker calling attention to a 
provision in Section 19 of the Act requiring 
members to limit deposits with non-members 
to 10 per cent. of their capital and surplus. 
He described this rule as “discriminatory 
and unfair.” 

Another case was that of an_ Illinois 
banker whose institution had capital and 
surplus of $75,000 and who wanted to loan 
the “biggest man in my little community 
$10,000.” He was prevented from doing so 
by the section prohibiting members from 
loaning to one individual an amount in ex- 
cess of 10 per cent. of their capital and sur- 
plus. This banker stated that he would feel 
perfectly safe in loaning this individual 15 
per cent. of that amount. 

Correspondent banks were likewise cited 
as being willing to rely on the judgment of 
the originating bank when taking a note for 
rediscount, whereas the reserve banks will 
not. This testimony was refuted by one who 
followed, saying that there was neither 
theoretical nor practical merit in such a 
course and that proper investigation of 
paper often proved a boon to the holder. 

A final point in favor of correspondents 
was made by a banker who felt that his in- 
stitution had been placed in the wrong dis- 
trict. It was argued that arbitrary rulings 
by a Reserve Bank as to transfer of funds 
compelled him to maintain unnecessary cor- 
respondents, when it was preferred to have 
their funds concentrated. The case was in 
Missouri, the only state having two reserve 
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banks, and where the boundary of the eighth 
district goes very close to Kansas City, the 
tenth. 

If any concentrated action is to be taken 
by small banks toward eliminating par col- 
lection, there was little indication of it dur- 
ing the hearings, though one visitor stated 
informally that “the small country banks 
would look to politics to assist them against 
the par remittance plan.” 

Several, including members of the com- 
mittee, went on record as saying that there 
would have been but scant opposition to uni- 
versal par collection had not certain of the 
reserve banks resorted to coercive practices 
to bring banks into line. 

It was admitted that the inability of banks 
to make a charge when remitting cost them 
considerable revenue, and that this was par- 
ticularly true of country banks, as it formed 
a large part of their business. The great 
majority of bankers who testified, however, 
expressed themselves as in favor of remit- 
ting at par, they being willing to absorb any 
costs concerned as a matter or service. 


Branch Banking 


F ten bankers called before the com- 

mittee in St. Louis, at present the cen- 
ter of attention on branch banking, nine ex- 
pressed themselves as unalterably opposed to 
it. Frank O. Watts, president of the First 
National Bank of St. Louis which is seeking 
to establish branches, was the only one testi- 
fying who favored the plan. The Missouri 
law prohibits state banks from maintaining 
branches. Mr. Watts stated that he favored 
branch banking “merely as the expedient of 
an institution to keep in touch with its trade. 
What we propose to do in St. Louis is 
merely a form of banking,” he explained, 
“that has been made necessary by traffic and 
other conditions relating to large outlying 
commercial and industrial centers.” 

Festus J. Wade, president of the Mer- 
cantile Trust Co. and a member of the 
Federal Advisory Council, took issue with 
Watts, saying that branch banking was 
“inimical to the financial interests of the 
country, because it would make for control 
by a few of the money power of the United 
States. Give me $500,000,000,” he said, 
“and I can control banking interests amount- 
ing to $30,000,000,000. It would not add a 
dollar to the nation’s wealth,” he continued, 
“but would place the money power in the 
hands of a few. Our bank does not want 
it, because it would entail endless waste, but 
if other banks open branches in a district, 
we too would be compelled to do so to keep 
our customers, even though we might keep 
many of them at a loss.” 

The Associated Bankers of St. Louis, a 
group composed of twenty-three banks, pre- 
sented to the committee a lengthy statement 
outlining their position. They charge that 
“a general system of branch banking would, 
in a short time, absolutely destroy the Fed- 
eral Reserve System, resulting in a return 
of the reserve funds to the financial centers 
in the East instead of having them dis- 
tributed over the country where most 
needed, as is now being done under the Re- 
serve System.” 

The question of national banks versus 
state banks came in for its share of the dis- 
cussion. It was pointed out that the national 
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Increasing the “Homing” Powers 
of Money in Perishables 


By C. B. SHERMAN 


Scientific Methods Have Given to the Consumer a 
Greater Variety of Fresh Food and Reduced the Practice of 


Sending Car-Load Lots of Short-Lived Products to Markets 
Already Supplied. The Gamble Decreases and Range Increases. 


HE industries built upon the great 

staple agricultural products have 

been organized and centralized for 

many decades. The cotton and 
grain exchanges and the packing plants have 
done much to stabilize the industries built 
on the commodities they handle. Until 
recent years, however, those who under- 
took to raise highly perishable fruits and 
vegetables on any large scale found them- 
selves in a business which was, as it seemed, 
by the very nature of the product, fluctuat- 
ing and speculative. 

Such growers could ship to the neighbor- 
ing market with comparative safety as long 
as there was not an oversupply, but as soon 
as they tried to reach new and distant out- 
lets they encountered the danger of glutted 
markets, falling prices after shipments had 
started, rejections by distant purchasers, 
and other kindred ills. Meanwhile the con- 
sumers in many cities suffered from irreg- 
ularity, deteriorated quality and under sup- 
ply. 

When the Federal Bureau of Markets 
was organized in 1913, it undertook as one 
of its chief functions to aid in stabilizing 
the great, scattered, essential industry re- 
lating to fruits and vegetables. As the Bu- 
reau of Agricultural Economics it continues 
this work in the belief that these perishable 
farm commodities constitute a very real 
and a potentially great 
source of wealth to 
many highly special- 
ized and to other more 
general rural regions. 

Believing that 
knowledge is power, it 
developed as one of its 
most fundamental con- 
tributions the first 
wide and general mar- 
ket news service on 
agricultural perish- 
ables that had ever 
been undertaken, and 
the service has been 
consistently expanded. 
Standard grades for 
many fruits and vege- 
tables capable of long 
shipment have been 
worked out and put 
into commercial use, 
thus facilitating safe 
buying without actual 
sight. Many of the 


containers for the shipping and sale of per- 
ishables, formerly notable for variation and 
deceptive capacities, have been standardized 
and the sentiment for further standardi- 
zation of containers is now very strong 
among producers, dealers and manufactur- 
ers of containers. 


Results Accomplished 


ESULTS accomplished can best be in- 

dicated by a few specific examples. A 
banker from another part of Georgia ex- 
pressed surprise and gratification last sum- 
mer on finding Georgia peaches from the 
Fort Valley region on the Boston market. 
As a matter of fact, actual records show 
that Canadian cities have received as many 
as fifty carloads of Georgia peaches in a 
single year. Boston, Philadelphia, Pitts- 
burgh, Chicago, Cleveland, Cincinnati and 
Detroit are all good customers, taking hun- 
dreds of cars each. The western boundaries 
of distribution extend to Colorado, North 
Dakota and Minnesota. The fruit is in 
excellent condition on arrival at these dis- 
tant towns, if the season and conditions are 
favorable. 

Georgia watermelons have an almost 
equally wide distribution, for carloads reach 
Minneapolis and St, Paul in the West, many 
Canadian cities in the North, and Nova 
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Scotia in the East. So great has been the 
supply of Georgia watermelons in recent 
years that it has been necessary to develop 
markets in many of the smaller cities, cities 
which can consume a carload of melons 
before they spoil. 

Production and marketing of watermel- 
ons is now so systematized that the season 
in large cities extends from early May 
through September. Florida is the first 
shipper, then come Georgia and Texas, Dur- 
ing July watermelon shipment is at its 
height, with all southern watermelon states 
contributing. Missouri melons predominate 
on the large markets during August, for a 
half-million-dollar cash crop is now grown 
annually in two counties of southeastern 
Missouri that were swamp counties a few 
years ago. Virginia, Maryland and Dela- 
ware come on the market late in August, 
and September melons are supplied largely 
by Indiana, Illinois and Iowa. The season 
of many other fruits and vegetables has 

«been systematized in the same way. 

Shipments of strawberries from the parish 

of Tangipahoa, in Louisiana, spread out like 
a fan extending to the Atlantic and to the 
Pacific and including the lower part of 
Canada. The larger part of the crop is 
now shipped by express. This industry has 
been in existence for many years, but only 
during the past decade has it grown to 
considerable _propor- 
tions. Probably no 
area of equal size pro- 
duces a larger quan- 
tity of berries, The 
crop is of the greatest 
importance locally, for 
many of the farmers 
are almost entirely de- 
pendent upon it for 
their cash income. The 
local school year is so 
arranged that vaca- 
tion comes at the time 
of strawberry har- 
vest that the children 
may be available for 
the picking. 

Cantaloupes are the 
great cash crop in 
the Imperial Valley 
of California. Acre- 
age and _ production 
are constantly increas- 
ing, in spite of the 
advice of  distrib- 
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utors. In 1922 it had its largest crop, 
31,000 acres against 23,000 the year be- 
fore. Before the opening of the season, the 
forty-three chief distributors met with a 
Federal mirketing expert and drew up defi- 
nite marketing plans. 

The consuming power of all large cities 
was charted, based on information gained 
through the conduct of the market news ser- 
vice during the past five years. A definite 
plan for the distribution of 300 cars per 
day was drawn up and approved. It was 
expected that shipments would exceed this 
number during the peak period of ten days, 
but the exact excess was not known. 

All records of previous years were. broken. 
On the peak day 648 cars were started. 
Daily movement for ten days was main- 
tained at an average of more than 500 cars. 

The season was saved from disaster by 
cooperation and use of facts. Each day 
the distributors met with the market news 
service representative, and each shipper gave 
his intended number of shipments for the 
day, with destinations. The totals of in- 
tentions were compared with the consum- 
ing power of the cities, as charted, and 
with the shipments they had recently re- 
ceived. If certain cities were being over- 
stocked, plans for shipments were so shifted 
that a more even distribution would be ef- 
fected. Single cars were sent to smaller 
cities not previously slated to receive any. 
In fact, after shipments began to exceed 
300 cars a day, the large distributors made 
a regular practice of trying to put their 
surplus into new markets instead of assum- 
ing that the old markets would use more 
cars per day just because they were re- 
ceived. When shipments were around 300 
cars a day, cars were billed direct to 60 
cities; at 400 cars, destinations numbered 
70; at 500 cars, 85 cities received them; 
at 600 cars, 100, and on the peak day the 
648 cars were billed to 115 different cities. 
Diversions of cars en route increased the 
total number of cities supplied. 

Thus by means of carefully-made, con- 
certed plans, based on now well-established 
facts, a crop of more than 11,000 cars— 
greater than any previous crop of the Im- 
perial Valley by more than a thousand cars 
—was disposed of at prices ranging from 


W. Espey Albig 


New Deputy Manager 


ESPEY ALBIG, of Pittsburgh, has 

@ been appointed as deputy manager, 
American Bankers Association,, to succeed 
L. D. Woodworth, resigned, and assumed the 
duties of the office on Dec. 1. As deputy 
manager, Mr. Albig will serve as secre- 
tary of the Savings Bank Division of the 
Association. 

Mr. Albig is a graduate of the Univer- 
sity of West Virginia, and pursued a post- 
graduate course at Harvard. He has spe- 
cialized in economics and finance and has 
written and spoken extensively on these 
subjects. For some years he was engaged 
as a school superintendent, but during the 
last four years has been field secretary of 
the Chamber of Commerce of the United 
States, both in the East and on the Pacific 
Coast, gaining wide knowledge of conditions 
in many of the large cities throughout the 
United States and familiarity with current 
business and banking problems. He is a 
director of the Citizens National Bank of 
Bellevue, a suburb of Pittsburgh, where he 
has made his home. 


$5.50 at the opening of the season to as low as 
80 and 90 cents a crate at height of the sea- 
son. New York City took more than 1,750 


Cooperation 


VERYWHERE cooperation is taken 

for granted as something that no 
man would be so mean or so shortsighted 
as to refuse. Together with the will to 
work and to prosper, it is of the essence of 
Americanism and is accepted as such by 
all the unkempt polyglot peoples that turn 
to the new world with the pathetic but 
manly purpose of beginning life on a new 
Principle. Every political body, every pub- 
lic meeting, every club or college, or ath- 
letic team is full of it.” (Santayana, “Char- 
acter and Opinion in the United States.”) 


When we take into consideration the great 
distress in Europe today from the very lack 
of cooperation, where even the idea of mu- 


tual aid seems to have died out of conscious- - 


ness, it is with a feeling of gratitude that 
we turn to our own United States with 
the realization that whatever the tempo- 
rary faults of party government, or party 
politics, still we do have here the idea, at 
least, of cooperation and mutual aid—and 
to that extent we live in “God’s country” 
after all. 
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carloads, Chicago more than 1,000; many 
other cities received them in hundreds of 
cars and other markets ranged down the list 
to single cars. While many growers and 
distributors did not “break even,” the season 
was not attended by the feverish atmosphere 
of rush and anxiety and the real disasters 
witnessed in some previous years. One mar- 
ket expert called the deal, “a practically per- 
fect piece of distribution.” 


Does It Save? 


TABILIZING effects of the news service 

were summarized thus by a prominent 
factor in the Georgia watermelon deal at the 
end of a recent season: 

“The season in Florida started three 
weeks late and the melons that should have 
been consumed during this time came in 
when North Florida and Georgia melons 
were beginning to move in large quantities, 
making conditions that would have been 
chaotic were it not for the daily market re- 
ports. Under the old régime when no re- 
port was issued, when conditions such as 
these arose, good melons as well as bad were 
sold for charges. The amount of money 
that the daily bulletins saved the growers in 
Florida and Georgia cannot be estimated in 
figures but it was a very large sum of 
money. I have been through conditions like 
these without the support of the daily bul- 
letin and I know whereof I speak.” 

Another dealer in Georgia the same sea- 
son wrote: “The information furnished us 
saved us, at the least, a loss of 25 per cent.” 

A Louisiana strawberry shipper wrote: 
“As a monetary proposition, I feel that the 
service that your department has rendered 
has in some cases reached thousands of dol- 
lars in a single week. But I feel that this 
service is a thing that one cannot value in 
dollars and cents.” 

Meanwhile g dealer in Chicago was writ- 
ing: “We have been benefited from your 
services to the extent of thousands of dol- 
lars.” 

From an operator in the Imperial Valley: 
“No other system could have saved a dis- 
aster here this year.” 

At the close of one shipping season the 
cashier of the local national bank offered to 
make an affidavit to the effect that the ser- 
vices of the Federal Department of Agri- 
culture had saved over $200,000 for the 
growers of that district. 


Convention Calendar 
(1924) 


ASSOCIATION 
Trust Companies 
Mid-Winter Con- 
ference ......... New York City 
April 24-26 Georgia 

April 28-May 1 Spring Meeting, Ex- 

ecutive Council, A.B.A.. Augusta 
Mississippi Columbus 


DATE PLACE 


Feb. 14 


May 6-7 

May 

May 20-21 Missouri 

May 27-28 Oklahoma 

June 4-6 North Carolina ......Asheville 

June 10-13 National Association of 
of Credit Men 

15-18 American Institute of 
Banking 

June 17-18 South Dakota 


Buffalo 
June 
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Pay Roll Savings Method 


By LEO DAY WOODWORTH 


One California Bank After Two Years Had 9,000 In- 


dustrial Savings Accounts Amounting to Over $600,000. 


In 


Cleveland'a Bank Opened 10,000 Accounts in Six Months. 
The Plan and the Various Forms Used in Its Operation. 


E potential value of industrial 
savings banking as a service for 
depositors has been demonstrated by 
the few outstanding cases in which 

it has been operated consistently and per- 
sistently. Thus, in a Worcester plant in 
which 63 per cent of the employees are 
depositing, there are about 1800 accounts 
with a total balance of over $160,000. A 
California bank at the end of two years’ 
operation had about 9000 accounts, with 
a total balance of over $600,000. A Cleve- 
land bank after six months’ operation had 
opened about 10,000 accounts in sixty fac- 
tories with 12,000 available employees, the 
average deposit per depositor per month 
then being over six dollars. 

Industrial savings banking is not to be 
confused with any of the numerous plans 
which have been adopted by large com- 
mercial concerns for the purpose of fa- 
cilitating sound investment in either securi- 
ties or real estate. It is strictly a banking 
service to depositors who may wish to be- 
come systematic savers, but who either find 
it inconvenient to reach the bank dur- 
ing banking hours or feel that the amount 
which they can spare each pay day is too 
small for a separate deposit. 

The aggregate of these small deposits 
can -easily be made to total many mil- 
lions of dollars for the banks, and for the 
individual depositors it will be a real ad- 
vantage in providing the necessary pay- 
ments of interest, taxes, insurance premiums 
and even for accumulating capital with 
which to go into business, purchase homes 


AUTHORIZATION TO EMPLOYER 


Employer 


Department 


Please take from my pay envelope each pay day until further: notice 


and deposit same to the credit of my account with the 


192 (Signed) 


Home 
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and to prepare for financial independence. 

The social and political advantages of 
promoting thrift and saving by means of 
such a method are obvious. They have 
been stated too often to require repetition 
in this article. 

Frequent inquiries have been received by 
the savings bank division for a definite 
method which would require no elaborate 
or expensive equipment. That division 
formulated its “Pay Roll Savings Method” 
that satisfactory reply might be made to 


I hereby agree to the Rules and Regulations of the Bank opening this account | 


Sign here 


_THE SAVINGS BANK DIVISION AMBRICAN BANKERS ASSOCIATION, PAYROLL SAVINGS METHOD 


_Residence 


Birthplace 


Name of Husband or Wife 


Deposited by 


of birth 


_ Post Office address 


_Mother’s Maiden name __ 


such inquiries. The method seems to be 
adapted to plants and banks of any size, 
and the supplies can be obtained in any 
quantity desired. The method has none of 
the features of a “catch penny” or hit-or- 
miss savings scheme, but its framers have 
assumed that-it is for the interest of em- 
ployees to determine the amount they will 
save in advance of the time when the money 
is actually in their hands. 

As a general rule employees should be 
assured that their employers have no knowl- 
edge as to the amount of savings in the 
bank. The amount of the balance should 
be known only to the bank and to the em- 
ployee. The point should be stressed that 
the employer’s deductions from pay roll will 
give him absolutely no information as to 
the amount saved above all expenses, gross 
and net savings being two very different 
things. 


Description 


HE “Pay Roll Savings Method” works 

automatically so far as the employee is 
concerned. He merely asks the paymaster 
to send a part of his earnings to the bank 
on each pay day, the employee being at 
entire liberty to change the amount to more 
or less on the day before any pay day; or 
he may stop his savings deposits at any 
time he desires. The employer has no in- 
formation as to how much these bank depos- 
its amount to, as the employee-depositor 
keeps his own bank book, makes his own 
withdrawals at the bank and has the inter- 
est credited. Each pay day the emplovee 


| 
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will receive in his pay en- 
velope a numbered and 
stamped certificate showing 
the amount by which his 
bank account has been in- 
creased, exactly as he or- 
dered, and he will be very 
careful to put his certificates 
in his pass book at home 
and to deliver them to the 
bank whenever he takes the 
book to the bank to be “writ- 
ten up,” or for making other 
deposits or any necessary 
withdrawals. 

The “Pay Roll Savings 
Method” begins to operate 
as soon as the employer re- 
ceives a written authoriza- 
tion similar to that shown 
in our blank No. 1. 

The authorization blank 
may be obtained from the 
paymaster. In some cases it may have been 
distributed in pay envelopes or otherwise. 

This authorization may be changed at any 
time in any’way. It may be changed from 
week to week, if notice is given not later 
than the day before pay day. But the em- 
ployee who saves by this method and strives 
to build up his savings account in the sys- 
tematic manner which it provides will find 
it to be to his advantage to determine in 
advance the amount which he can reason- 
ably afford to save each pay day. There- 
fore, the blank reads, “Each pay day until 
further notice.” 


Employee Selects the Bank 


_ employee and not the employer is 
to select the savings bank in which he 
wishes to have the deposits made. Perhaps 
the employee is already a savings depositor 
and desires to have the deposits placed in 
his old account, But as a general rule, it 
is very desirable that the deposits be made 
with the bank which has arranged to pro- 
vide this service, even if the employee has 
to open a second or third account. Service 
is worth its reward, and every employee 
who would benefit from the “Pay Roll Sav- 
ings Method” which is furnished to him 


RECEIPT FOR PASS BOOK 


Received Pase-Book No. 


(Bann stamp, oare) 

IMPORTANT: 
Bring this receipt with you when you come for your book. 
SAVINGS BANK DIVISION AMERICAN BANKERS ASSN. PAYROLL SAVINGS METHOD 


Fig. 5 


Conference on Immigration 


PWARDS of 2000 of the nation’s lead- 

ing industrialists, public officials, lead- 
ers in business and trade organizations and 
authorities on social service are expected 
to meet in a National Immigration Con- 
ference at the Hotel Astor, New York, on 
Dec. 13 and 14, called by the National In- 
dustrial Conference Board. 


The conference, it was announced, comes 
as the result of long realization by leaders 


This .is to certify that 


in your bank account. 
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EMPLOYER’S 
RECEIPT FOR DEPOSIT 


WHEN DULY STAMPED 


use the Pass-Book for interest or other entnes. 


SPECIMEN. 


NOT TRANSFERABLE 
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without charge should consider the advisabil- 
ity of becoming the patron of the cooperat- 
ing bank at least to the extent of his pay 
roll savings. 

The employee who has no savings account 
can open such an account without going 
to the bank by obtaining from the pay of- 
fice, and signing, a signature card, such as 


Received Pass+Book mentioned on the reverse side of this card 


that shown in our blank No. 2. It will be 
transmitted by the paymaster with the sign- 
er’s first deposit to the bank operating the 
“Pay Roll Savings Method,” unless the em- 
ployee indicates a preference for some other 
bank. 

Whenever the paymaster sends a deposit 
to the bank in accordance with the authori- 
zation mentioned above, the amount of the 
deposit will be represented in the pay en- 
velope by a certificate similar to that shown 
in our blank No. 3, on the back of which 
will be stamped (1) the date, (2) either 
the pay roll or pass book number of the 
depositor, (3) the name of the employer 
and (4) the name of the bank in which the 
deposit has been made for the employee 
depositor. The difference between the 
amount of that certificate and the amount 
of wages due will be found in the pay en- 
velope as usual. 


in industry, social service and public affairs 
that Congress, in enacting a substitute for 
the present so-called per centum limit act, 
which is shortly to expire, will be confronted 
with the determination of a policy that will 
be vital to the social life and institutions of 
the country and to the national well-being. 

All sessions of the conference will be 
public, and it is the desire of the board to 
afford the fullest possible discussion of all 
phases of the immigration problem by those 
best qualified to present the various diver- 
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$1 line. beam: 


‘Present this certificate at the bank the next time you 


This certificate, or “Em- 
ployer’s Receipt for De- 
posit,” is to be carefully pre- 
served that each may be pre- 
sented to the bank the next 
time that the pass book is 
taken to the bank for in- 
terest or other entry. The 
certificate is worth nothing 
in cash; it cannot be sold; 
but it shows the amount of 
an entry which has_ been 
made on the depositor’s in- 
terest-bearing account at the 
bank and which will be 
posted in his pass book the 
next time that it is presented. 
Whenever the amount of 
each certificate is entered in 
the pass book, the certifi- 
cate will be taken up by 
the bank and destroyed. 

The deposit slip is made 
out by the paymaster in triplicate on our 
blank No. 4, the first copy being for the bank 
with a carbon for office record and a second 
carbon which the bank is to receipt and re- 
turn for audit. 

The pass book may be held by the em- 
ployee and that will be the practice in most 
cases, but whenever the book is left at the 
bank either for safekeeping or that entries 
may be made whenever deposits are made or 
that interest may be credited, the depositor 
may be given a receipt card such as our 
blank No. 5, which he will sign on the back 
whenever the book is returned to him. In 
the notable Worcester system the pass books 
are held by the paymaster and always sent 
to the bank with the deposits, the bank re- 
turning them to the paymaster a day or two 
later, and delivering them to the depositor 
whenever requested. 

A further discussion of the “Pay Roll 
Savings Method” and suggestions for its 
installation in industries, together with de- 
tailed descriptions of successful systems in 
actual operation, will be supplied to member 
banks without charge upon request to the 
Savings Bank Division of the American 
Lankers Association. 


DEPOSIT SLIP 


gent views on immigration. In order to in- 
sure free discussion, no motion or formal 
vote on any of the questions discussed will 
be entered. 


The Board of Directors of the Plainfield Trust 
Company, Plainfield, N. J. has appointed Miss 
Marjorie E. Schoeffel Assistant Secretary to suc- 
ceed Miss Adele H. Kirby. Frederick H. Stryker 
has been appointed Auditor of the Company. Prior 
to his connection with The Plainfield Trust Com- 
pany, Mr. Stryker was Assistant Secretary of the 
Bound Brook Trust Company, Bound Brook, N. 
J. Miss Schoeffel was formerly Assistant Trust 
Officer of the Union Trust Company, of Rochester, 
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Trust Company Conference 


P olicies in Accepting New Business. Wills of Bank Officers. 


Fundamentals of Correct Charges. 
ment of Business Through the Bar. 


Funds. 


GREAT variety of subjects affect- 
ing the business of trust. compan- 
ies was discussed in San Fran- 
cisco, Cal. on Thursday and 

Friday, Nov. 22 and 23, at the first regional 
conference of the Trust Company Division 
of the American Bankers Association. The 
sessions, presided over by A. L. Lathrop, 
secretary and trust officer of the Union 
Bank and Trust Co. of Los Angeles, were 
held in the St. Francis Hotel. 

Each topic was presented by a designated 
leader, who was followed by an assistant, 
with delegates from the regional states par- 
ticipating in a discussion at the conclusion 
of the set speeches. 

The subjects discussed were: 

(1) Policies to be pursued in the accep- 
tance of new business, in four divisions as 
follows: (a) standing of a trustor; (b) 
merits of an enterprise; (c) indebtedness 
on trusteed property; (d) use of a bank’s 
name in the promoting of an enterprise. 

(2) The value to a bank of- officers and 
directors naming it executor and trustee 
under their wills. 

(3) Fundamentals of correct trust 
charges, under two divisions, as follows: 
(a) statutory; (b) by agreement (accep- 
tance, annual, closing fees). 

(4) Creating a proper understanding of 
the status of trust company service, edu- 
cational publicity campaigns, lectures be- 
fore schools and colleges, newspaper and 
magazine articles and meetings with bank 
employees and officers. 

(5) Developing trust business through 
the bar. 

(6) Investing trust funds, joint authority 
with others; legal investments, trustee buy- 
ing securities from itself; use of mortgage 
participation certificates interest yield. 

(7) Auditing practice in connection with 
trusts. 

(8) Cooperation between trust companies 
for standardization of practice and exchange 
of business, 

(9) Trust problems arising from com- 
munity property law. 

(10) Life insurance trusts. 


Policies on New Business 


W. GARTHWAITE, trust officer, The 
@ Oakland Bank, Oakland, Cal., in a 
summary on “The Policies to Be Pursued 
in Accepting New Business,” cautioned his 
auditors against permitting the use of a 
bank’s name in the promotion of new enter- 
prises. Trust companies should investigate 
the merits of the enterprise, he added, and 
recognize a certain responsibility to the 
uninformed with money to invest, and make 
reasonably certain that investors will have 
an even break. He continued: 


“If the bank is asked to hold in trust 
title to heavily encumbered property, great 
care should be exercised to see that there 
is income from some source sufficient to 
keep up necessary payments of principal 
and interest. The acceptance of such a 
trust would seem inevitably to lead to mis- 
understanding with the trustor and might 
even result in litigation with the creditors. 

“A bank should pursue a policy of the 
greatest conservatism in accepting new trust 
business and should make much more than 
a merely perfunctory investigation of every 
enterprise with which it permits its name 
to be in any way associated if it is to render 
the service which the public has come to 
expect of banks.” 

Corroborating the statements of Mr. 
Garthwaite, Stuart F. Smith, vice-president, 
Bank of California, San Francisco, urged 
care in accepting. “certain personal trusts.” 

“Guardianships of incompetents or old 
people,” he said, “can bring a great deal 
of trouble and strife, because of the sel- 
fish fights of members of families, all liable 
to be thrown into such a proposition.” 

W. J. Kieferdorf, trust officer, The Bank 
of Italy, San Francisco, reiterated the advice 
of Mr. Smith, and urged thorough investi- 
gation of trustors before accepting their 
business. 

Promoters often appeal to banks to act 
as depositories under a procedure of stock 
sales, he added, because the name of a bank 
on exploitation literature may seem to 
guarantee the integrity of the promoter. 

“The Bank of Italy,” said Mr. Kiefer- 
dorf, “has made a fixed rule that we do 
not accept business of this character unless 
the entire proceeds of the sale of stock 
paid to the corporation is turned into the 
bank and held there under instructions of 
the Commissioner of Corporations.” 

Citizens of Los Angeles have come to 
rely upon the connection of a trust com- 
pany as their best safeguard in the purchase 
of real estate, L. H. Roseberry, vice-presi- 
dent, Security Trust & Savings Bank, Los 
Angeles, told his auditors. 

“It is getting increasingly difficult in Los 
Angeles for a real estate agent or promoter 
to subdivide or sell property unless through 
a trust company,” he said. “The trust com- 
pany does not permit the sale of property 
on contracts. I mean based on a contract. 
The trust company permits the sale based 
upon a fee, which must be conveyed to 
the trust company and that fee must be 
clean. The trustee will rarely accept a fee 
if it is involved in an encumbrance, as a 
mortgage, unless an adequate lease clause 
is attached to it, so it can at all times pro- 
tect the purchaser of the property. And 
the trust company sees to it that there 
are no extravagant promises made regard- 
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Publicity Plans. 


Develop- 


Investment of Trust 
Standardization of Practice and Exchange of Business. 


ing improvements that cannot be adequately 
met, and so they require a bond in many 
cases, or in many cases a cash bond to be 
deposited, or similar deposits in the segre- 
gation of collection and sales in the sub- 
division fund. 

“The trust companies many times cancel 
contracts made with people who have been 
sold under high pressure, and they act as 
a safeguard upon high pressure real estate 
sales.” 


Trust Companies as Executors 


MYRICK, vice-president, First 
National Bank, Santa Barbara, Cal, 
spoke on “The Value to a Bank of Officers 
and Directors Naming It Executor and 
Trustee Under Their Wills.” That such a 
practice is highly important cannot be dis- 
puted, he said, adding: 

“These are the men who are spreading 
the gospel of corporate fiduciaries. They 
have urged the bank’s customers to appoint 
it executor and trustee under their wills, 
They have sponsored the bank’s convincing 
advertisements on the necessity of expert 
stewardship of estates. Their very connec- 
tion with an institution offering trust ser- 
vices indicates their personal beliefs in the 
matter, Obviously it is essential to the bank 
that the men in control demonstrate their 
sincerity by placing it in charge of their 
affairs when they are gone. 

“The measure of value to the bank of 
such action is not easy to ascertain. There 
are countless indirect advantages and a 
number of direct returns to the trust com- 
pany. Among the latter is the actual finan- 
cial profit in the handling of such estates. 
Even those so closely connected with death 
as trust company officials do fall under its 
sword. Their estates are likely to be larger 
and more adapted to corporate control than 
the average running through the probate 
court. Consequently, this is a very desir- 
able class of business to secure. The in- 
stitution just starting in trust work can 
scarcely do better than to place the wills 
of its own personnel first in its will file. 

“With such a background there are nu- 
merous ways that come to mind in which 
its value may be realized. The personal 
example is one of the arguments for a given 
line of action. The close friends of direc- 
tors and officers frequently will discuss their 
wills with them. The fact that they them- 
selves have named the bank will convey 
the idea or bring home the point far more 
successfully often than hours of argument. 
Again, a prospect will lend a willing ear 
to an officer or director who is expounding 
the merits of his bank’s trust services if 
he is informed the speaker ‘has already taken 
the suggested steps.” 
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Fundamentals of Correct 
Trust Charges 


M. SIMS, trust officer, Mercantile Trust 
@ Co. of California, San Francisco, 
opened the discussion, “The Fundamentals of 
Correct Trust Charges.” He said in part: 

“To determine a correct trust charge it 
is necessary first to determine what are the 
elementary services rendered by a trust 
company and what they cost. 

“There are three general elements of trust 
service: The receiving and holding of per- 
sonal property and or title to real property; 
the signing by the trustee of various instru- 
ments such as bonds and stocks and notes, 
so as to authenticate them and prevent an 
over issue; the acting as fiscal agent for the 
making of periodical payments such as the 
payment of coupons and dividends. 

“The proper charge for managing real 
estate is largely fixed by competition with 
local real estate agents, who, from long 
experience in this business have determined 
what is a profitable charge in their respec- 
tive communities. Both the courts and trust 
companies throughout the country generally 
regard 5 per cent of the gross income as 
a reasonable fee for the care of real estate 
and we may consider this as a correct funda- 
mental charge. 

“Trust companies have only the competi- 
tion of themselves and banks in the safekeep- 
ing of securities and only themselves as 
trustee either in private or court capacities. 
Their charges for these services vary widely 
in different localities. In this state the 
court trust fees are fixed by the probate 
court and they have been fixed as low as 
2 per cent of the gross income and as high 
as 10 or 12 per cent of the gross income. 
The courts in San Francisco and vicinity 
ordinarily allow 5 per cent of the gross in- 
come and in Los Angeles, I understand, they 
allow as high as 10 per cent. The Supreme 
Court of this state has declared that 7% 
per cent of the gross income is a reasonable 
fee for a trustee where the responsibility 
as to investment is involved. 

“Mr. Roseberry cited at the last meeting 
of the California Association the instance 
of a man who shopped from San Diego to 
San Francisco and obtained quotations of 
from 2 per cent to 12 per cent of the gross 
income as a fee for a private trust. These 
quotations could not have been based upon 
the cost of service, which would not have 
differed so greatly in the various companies 
quoting charges. 

“It is possible to ascertain the fundamental 
costs of a trust department as a whole, or 
where its business is segregated into di- 
visions, to determine the costs by divisions. 
This involves a consideration of salaries; 
rent, or if the company owns its building, 
such proportion of the maintenance charges, 
taxes and other expenses of the building as 
is equivalent to rent; supplies, which should 
include stationery, postage, telegraph and 
telephone service; advertising; cost of com- 
pensation insurance and fidelity bonds. 

“T have analyzed the cost of the safe- 
keeping division of the Mercantile Trust 
Company of California and have found 
that the total compensation received is not 
at all adequate to pay the profit on the 
cost of the service rendered. This is not 
due to the rendition of free service to valued 


clients of the banking or other departments. 
The difficulty is that those who do pay do 
not pay enough. 

“The Mercantile Trust Company of Cali- 
fornia furnishes a safekeeping or agency 
service as full as that rendered by New 
York trust companies and as is given under 
a private trusteeship, without the respon- 
sibility as to investments or distribution in 
the event of death. 

“In rendering such service, the following 
considerations enter into the question of costs 
and charges: 


“1, There is a distinction between stocks and 
bonds. 
“2. With respect to stocks, there is a distinction 
made as to whether the trustee merely holds the 
stock and the dividends go direct, or whether the 
trustee receives the dividends. 

“3, With respect to bonds, there is a distinction 
made between bonds subject to income tax and 
bonds which are not subject to income tax. 

“4. There are certain preliminary services which 
are rendered as to both classes of securities, to 
wit: the preliminary talks or correspondence re- 
specting the business, the delivery of the securities, 
the examination to see if they are in proper form, 
and if proper coupons are attached, the prepara- 
tion of the receipt, the entry on the record of se- 
curities, the various notations necessary for proper 
collection of interest, dividends and principal and 
the depositing of the securities in the vaults. All 
this service is best covered by “acceptance” or 
“setting up” fee, based on the principal amount 
of the securities deposited. 

“5. In case of both bonds and stocks, the neces- 
sary tickler or diary entries must be made as to 
maturity of coupons.or payment date of dividends, 
so that the income as it accrues will be collected. 

“6. After the securities are in its custody, the 
trustee must collect the income which, in the 
matter of bonds requires the preparation of the 
coupon envelopes, income tax certificates, if nec- 
essary, listing of coupons to be cut, the getting 
of the securities in and out of the vaults for cut- 
ting, the actual cutting, a record of the cutting, 
the delivery of the coupons to the proper employee 
for 

bay hen the proceeds of the coupon or divi- 
dend checks are received, the necessary bookkeep- 
ing entries must be made and the proceeds then 
deposited to the proper account or remitted to 
the proper party. There is generally given an 
advice to the depositor, informing him of the 
deposit. Frequently the trustee must furnish 
monthly, quarterly or semi-annual statements. 

“8. In most instances the income tax returns 
have to be made for the depositor, or the depositor 
must be furnished with data for the preparation 
of the return. This requires separate bookeeping 
and should be a further element of charge. 

“9, Frequently the depositor wants a schedule 
of income showing by months the amount of in- 
come payable, This involves careful listing, com- 
putation and typing. 

“10. There are often frequent interviews or 
correspondence about reinvestments, or the advis- 
ability of sales, all of which requires time and 
attention, for which the trustee should be paid. 
“Eth. There is the exchange of securities which 
involves new records and new entries. 

“12. When the account is closed, the securities 
have to be requisitioned from the vault, receipts 
taken and the proper entries made in closing the 
account. 


Fundamentally Correct Fees 


upon the above considerations, 
I believe the following fees are fair 
and reasonable and fundamentally correct. 

“Setting-up fee 1-20 of 1 per cent on face 
value of bonds and notes and 1-40 of 1 per 
cent on face value of stock. Stocks with 
no par value to be taken at $100. 

“Annual fee. For stocks where no di- 
vidends are received, 1-40 of 1 per cent of 
the face value. 

“For stocks and fully registered bonds 
where dividends or interests are paid to and 
disbursed by the trustee, 2 per cent of the 
income of 1-10 of 1 per cent of the face 
value. 

“For United States, State or other bonds 
not subject to income tax, 2% per cent of 
the income or % of 1 per cent of the face 
value. 

“For corporation or individual bonds, 3 
per cent of the income or 3-20 of 1 per cent 
of the face value. 


“For notes and mortgages, 5 per cent of 
the income, or %4 of 1 per cent of the face 
value. 

“For preparation of income tax returns, 
or the furnishing of income tax data, there 
should be an additional charge of % of 1 
per cent of the income. 

“For investment and reinvestment of funds, 
% of 1 per cent of the principal amount. 

“For substitution or exchange of securities, 
1-20 of 1 per cent with a minimum of $1. 

“The annual charge is made to cover the 
cost of work and service after the securities 
are received and the setting up work com- 
pleted. It covers the cutting of coupons, 
which involves much clerical detail, the 
receipt of dividend checks, the collection of 
coupons, the necessary bookkeeping and ac- 
counting, the proper deposit or remittances of 
income, advices and receipts, the furnishing 
of periodical statements and schedule of in- 
come. In addition there is generally required, 
income tax work, either in the preparation 
of the return or the furnishing of data. 
In either event, additional bookkeeping is re- 
quired. 

“Closing fee. One-half of setting-up fee.” 

Percy A. Wood, assistant trust officer, 
Union Trust Company of California, San 
Francisco, said that to ascertain the funda- 
mental trust charges there should be some 
sort of a cost accounting system installed, 
merely for a short period so as to have a 
general average upon which to base charges. 

A. E. Nelson, trust officer, Spokane and 
Eastern Trust Company, Spokane, Wash., 
said: 

“Our charges for handling trust company 
trusts have not ordinarily been %% of 1 per 
cent of the principal value of the trust per 
annum. But we found other trust com- 
panies cutting rates, and we had to cut ours 
down to their figure. If we got 3 per cent 
to 5 per cent of gross principal per annum 
it would be barely adequate. 

“As regards our corporate trusts, we find 
it more practical to say to a customer, ‘Your 
annual charge would be 1-10 of 1 per cent 
on your annual outstanding bonds, per an- 
mum,’ instead of saying to him, ‘The fee 
will be $100. The coupon payment charge 
would be % of 1 per cent of the coupons 
paid, the principal payment charge so much,’ 
and instead of grouping all these different 
charges together we make a_ percentage 
charge. We put on one charge in the very 
beginning; otherwise he feels we put him 
to too great a charge, and that the total 
sum of these charges will be excessive. 
When shown our charge of 1-10 of 1 per 
cent per annum on outstanding bonds he 
is satisfied.” 

W. B. Shoemaker, vice president, Seattle 
Title Trust Company, Seattle, Wash., fa- 
vored some kind of survey of the trust 
charges. 

“We aim,” he said, “to get an annual fee 
out of everything. We aim to get an ac- 
ceptance fee. I believe it is worthy a fair 
sized fee to put a man’s trust business on 
your books, to try to put yourself in his 
place so you will be able to take care of 
his business to the best advantage while he 
is gone.” 

George T. Petersen, secretary, Bankers 
Trust Company, Salt Lake City, Utah, di- 
rected attention to the statutory fees in 
Utah, Nevada, Idaho and Wyoming. 

“In Utah,” he said “if we would reduce 
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the schedule on a $10,000 estate the admin- 
istrator will receive only $250, in Nevada 
$320, in Idaho $520, in Wyoming $1,000. 
There is quite a variance there as to those 
statutory fees.” 

G. H. Charters, trust officer, Portland 
Trust Co., Portland, Ore., said that in Port- 
land they have found that the schedule of 
the American Bankers’ Association, Trust 
Company Division, has more nearly met the 
case than anything else. 


Education of Beneficiaries 


RUST companies violate certain humani- 

tarian responsibilities, H, C. Carr, presi- 
dent of the California Bankers’ Association, 
declared at the Thursday afternoon session, 
through their failure properly to: educate 
beneficiaries of wills regarding the securi- 
ties and realty in the estate left by the 
deceased person. He did not feel, he said, 
that trust companies fill all the needs of 
widows from the standpoint of a business 
program. 

“I know a widow,” continued Mr. Carr, 
“whose husband left her a fortune of $300,- 
000. For a couple of years she was left 
almost entirely in ignorance of the real 
value of the trust and of the function of 
the trust company. Neither did she know 
the nature of the securities that the trust 
company had invested her money in. I be- 
lieve there is a responsibility and an obliga- 
tion on the part of the trust company; I 
would not exactly say the trust companies 
were appointed guardian of a woman or 
child, as the case may be, but that there 
is an implied responsibility. When a man 
leaves his wife in care of a trust company 
—or his daughter—when he leaves his es- 
tate with the company, the responsibility 
of the trust company really extends, it seems 
to me, to the instruction and guidance of 
them along the lines of fundamental invest- 
ments.” 

R. R. Bixby, assistant trust officer, Mer- 
cantile Trust Co., San Francisco, elaborated 
on the benefits to be derived by trust com- 
panies whose officers and directors name 
their institutions as executors. of their es- 
tates. He cited an instance of where one 
trust company, which was losing money, 
created a profitable business by following 
this plan and advertising the fact to friends 
of the officers and directors. 


Understanding of Trust 
Company Service 


§ een only proper way to reach an under- 
standing of trust company service is 
through the delivery of service itself to 


the people who deal with the various com- 
panies, Leo S, Chandler, vice-president, 
California Bank, Los Angeles, said in lead- 
ing a discussion on service problems. 

Educational publicity campaigns, lectures 
before colleges and newspaper and magazine 
articles are “worth comparatively little when 
you estimate the actual tangible results that 
flow from the satisfactory administration 
of an estate,” Mr. Chandler added. Such 
campaigns, however, he believed, are suffi- 
ciently instructive to prove to legatees that 
their estates are being wisely handled. By 
satisfying the legatees, the trust companies 
build business, he said. 

“Now, I think that we men engaged in 
the operation of trust companies flatter 
ourselves to the extent of believing that 
the public has a knowledge of the nature 
of the business of a trust company, the 
nature of, or the extent of, or the respon- 
sibility accepted. As a matter of fact, I 
believe they know very little—10 per cent 
of all of what they should know. Ninety 
per cent of the field from which business 
is to be derived has not been approached. 
If that is true, it leads us then to the con- 
sideration of how are we to educate that 
90 per cent? 

“The most efficient way is through the 
delivery of an efficient service. You cannot 
beat it in any form, manner or shape. It 
produces more and quicker results than 
any other one thing that can be devised. 

“Now there are other suggestions. One is 
contact with bank officers and bank em- 
ployees. If you will permit a_ reference 
to the institution that I know more or 
less about, I will say that there are in 
all of the branches of our institution ap- 
proximately 800 employees. Those employ- 
ees are addressed by mail once a month, 
down to the messenger boy. He gets a let- 
ter of about two pages, written after the 
most deliberate penciling and cutting down 
in order that it may not be too verbose, 
too profound, and at the same time inter- 
esting enough to excite a real interest in the 
officers. You may think the greater per- 
centage of those letters is wasted. It may 
be that ten installments of the twelve are 
wasted, but we are beginning to discover 
that when a customer has occasion to drop 
into the bank or any department of the 
bank, he is surprised to find that the teller, 
the messenger or the bookkeeper with 
whom he talks knows at least something 
about the financial business of the trust 
department. If those letters have accom- 
plished nothing other than this, they are 
well worth while; they have placed 800 
men in a receptive frame of mind.” 
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Developing Business Through 
the Bar 


1. are three ways of developing 
trust company business through the bar, 
said W. B. Shoemaker, vice-president, Seat- 
tle Title Trust Co., Seattle, Wash., in a 
discussion of that subject. Those three 
ways, aS enumerated by the speaker, are: 

“(1) Make the members of the bar 
feel they will be fully protected in sending 
any of their clients to banks to consult about 
trust matters, realizing that you will only 
undertake the conduct of such business as. 
lies within your sphere, and all legal mat- 
ters will be taken care of by the particular 
member of the bar sending you the client. 

“(2) Fully acquaint the members of the 
bar with all the duties your company is 
qualified to perform, many of which they 
are as yet unfamiliar with and show them 
how their client can be helped by entrusting 
certain portions of their business to the trust 
company. 

“(3) Finally, give service. No lawyer 
or trust company has the right to accept 
business unless willing and anxious to per- 
form to the highest degree any act requisite 
for the carrying out of the trust imposed 
with the utmost fidelity. In thus serving, 
we not only care for the business of our 
clients as they want it cared for, but are 
building our business on a foundation that 
has a right to endure.” 

Louis Ferrari, attorney, Bank of Italy, 
San Francisco, saw no reason why there 
should be any conflict in the fields of the 
bar and trust companies. The issue of 
reciprocity should cause their duties to 
harmonize, he said. 


Investing Trust Funds 


667THE psychology of a trust is confi- 

dence,” William V. Rockefeller, trust 
officer, Tracy Loan and Trust Co., Salt 
Lake City, Utah, declared in a discussion 
on the investment of trust funds. ‘“Confi- 
dence on the part of the creator of it that 
the trustee he or she selects to carry out 
its terms and provisions will, through its 
trusteeship, bring to the beneficiaries safe- 
guarded investments so that the benefits may 
be assured. 

“The trustee is required to invest the trust 
funds, unless the instrument provides other- 
wise, and a trustee who neglects to invest 
and allows the trust funds to remain idle 
when they should be invested, according to 
the decisions of our courts, will be held lia- 
ble for the interest such funds should have 
earned. 

(Continued on page 378) 
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Trust Conference 


(Continued from page 376) 


“In the absence of specific authority in 
the trust instrument, the general rule, which 
has been upheld by the courts in many de- 
cisions, is that the trustee shall avoid in- 
vesting trust funds in real estate, second 
mortgages, stocks of corporations, com- 
mercial enterprises or speculative transac- 
tions and municipal bonds. 

“The penalty for making such invest- 
ments, if there is a loss, often is personal 
liability on the part of the trustee.” 

The discussion of auditing practice in 
connection with trusts was opened by Roy 
W. Blair, trust officer, California Trust and 
Savings Bank, Sacramento, and was partici- 
pated in by A. Denton of San Francisco, W. 
W. Powell, trust officer, Title Insurance and 
Trust Co., Los Angeles; Senator Roseberry, 
Mr. Kieferdorf, Lane D. Webber, trust of- 
ficer, First Trust and Savings Bank, San 
Diego; Mr. Hervey and others. 


Standardization and Exchange 
of Business 


W J. KIEFERDORF, Trust Officer 
@ of the Bank of Italy, San Francisco, 
opened the conference on “Cooperation Be- 
tween Trust Companies for Standardization 
of Practice and Exchange of Business.” 
The organization of associations of trust 
officers and trust men within certain zones 
or areas for the discussion and solution of 
trust problems is, he said, of first impor- 
tance. The Associated Trust Companies of 
California is an association of trust officers 
representing banks and trust companies of 
San Francisco, Oakland, Berkeley, Alameda, 
San Jose, Sacramento and other nearby 
cities. Its meetings have been marked by 
the utmost frankness and freedom from 
the faintest taint of competition. 

“Tt seems to be generally conceded,” he 
said, “that there is an ample field among the 
depositors of our respective institutions for 
the development of lucrative trust business, 
and there is no desire on the part of any 
trust company to trespass upon the pasture 
of another. I may perhaps be pardoned if 
I refer to my institution and say that its 
one-half million depositors offer a sufficiently 
fertile field for our trust department; and 
I am sure that the same may be said of 
any other institution.” 

A second and equally important requisite 
for standardization of practice among trust 
companies of any state is an existence of a 
uniform schedule of fees. The California 
Trust Companies as a class have been able 
through the uniform schedule to charge and 
collect a reasonable fee.’ 

“A third vehicle of cooperation for 
standardizing practice is the ‘Form Book.’ 
We have such a book in California,” said 
Mr. Kieferdorf. “It is an excellently in- 
dexed volume of specimens of various forms 
of private trusts, trust clauses and testa- 
mentary provisions. It is indeed an ency- 
clopedia for trust men. Members of the 
bar have often had recourse to this book 
and have found in it, at immense saving 
of time and effort, the verbiage that they 
have sought. A revised edition has been 
completed and I understand will be shortly 
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available to members of the trust section of 
the California Bankers Association.” 

The speaker advocated community adver- 
tising and the exchange of accounting forms 
by which one institution is able to profit by 
the research and study of another. “Trust 
service, as I view it, is still in its formative 
stages. The results of efforts to improve 
that service should be the common property 
of all. There should be no copyright upon 
any form, procedure or accounting method. 
There should be no desire to undervalue the 
fine character of service of those who bear 
upon their shoulders the heavy burden of 
a trust department.” 

E. J. Whitty, Trust Officer of the Union 
National Bank, Seattle, Wash., said that 
a local organization of trust officers and 
assistants had been formed in his community 
and that 80 per cent of those present at the 
last meeting were adhering to a schedule 
prepared two years ago by the Washington 
State Bankers Association. 

E. W. Holgate, Trust Officer, U. S. 
National Bank, Portland, Ore., expressed 
the opinion that in the future all the trust 
companies in his community will be working 
together. 

C. H. English, Vice-president and Trust 
Officer, Union Trust Company of San Diego, 
in the course of discussion testified to the 
cordial attitude of the larger trust companies 
in Los Angeles in aiding San Diego. 

H. E. Parks, Trust Accountant, Denver 
National Bank, Denver, said that “a pro- 
fessional man is not supposed, when he 
creates a new idea, to hold it solely to him- 
self, but should let all of the profession come 
in and take the benefit of what he has de- 
veloped. I am glad to see the trust com- 
panies working along those lines.” 

E. H. Robbins, assistant manager of the 
Bank of California, Tacoma, said that the 
business in Tacoma is in its infancy, but 
they are adhering as closely as they can 
to a schedule of fees. 

“From the very time that the associated 
trust companies began to get together,” 
said Mr. Roseberry, “the type of service 
began to rise, and we found that the earn- 
ing power of the trust companies began to 
increase perceptibly, not necessarily because 
of an arbitrary raise in fees. but they began 
to charge for the things that have been 
omitted in the past, resulting from the inter- 
change of ideas in giving a more satisfactory 
charge to our customers. Judge Hervey 
told me that immediately upon the adoption 
of a new plan of charging, that the earn- 
ings increased 25 per cent and that the 
criticisms were less than they had been 
before. We are meeting the whole situa- 
tion in a cooperative spirit; have conducted 
a community advertising campaign with 
satisfactory results, and now have stated 
another six months’ campaign, spending 
very considerable sums of money, which I 
think is going to elevate the tone of trust 
service in the community.” 


Trust Problems Arising From 
the Community Property Law 


E. NELSON, Trust Officer, Spokane 

¢ & Eastern Trust Co., Spokane, Wash., 
told the conferees of the problems arising 
from the community property law of the 
State of Washington: 
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“While the underlying principle of the 
community property system is supposed to 
be marital equality and protection to widows 
and children, yet the statute is such that a 
husband and father may die leaving an im- 
mense fortune, and the widow, who was the 
wife of his bosom and bore him many 
children may be left penniless, he be- 
queathing and devising his entire wealth as 
he pleases; for the entire separate property 
of the husband is subject to his disposition 
by will. The rents, issues and profits of the 
separate property are separate property. 
Upon his marriage he may have a few 
thousand dollars, and after marriage may 
invest that in real estate or other property, 
and the same may grow into a large fortune. 
The husband may support his family out of 
his labors or in some profession or trade 
or business; there may be no accumulations 
therefrom. The statute gives him absolute 
power of disposition of the entire fortune 
by will. Surely this is not an improvement 
upon the statutory laws of the common law 
states—the law that prevails among nine- 
tenths of the people of this nation. 

“In the State of Washington we now have 
three kinds of property—separate property, 
community property and partnership prop- 
erty—that is, property in which the com- 
munity has an undivided interest, and one 
of the spouses has another undivided in- 
terest as his or her separate estate. We also 
have three rules prevailing where property 
is acquired through two forces, one separate, 
one community. Where funds are co- 
mingled in such a way that it is impossible 
to tell how much are community funds and 
how much separate funds, then the’ property 
acquired is all community property; where 
funds are co-mingled in such a way that it 
is possible to tell how much are community 
funds and how much separate funds, then 
the property acquired is partnership prop- 
erty, the community owning that undivided 
interest therein which the funds furnished 
by it bear to the whole funds; where prop- 
erty is acquired in part through separate 
money and in part through the energy, intel- 
lect and brains of the community, then such 
property is the separate property of that 
spouse who furnished the moneys, and the 
community has no interest therein and no 
claim thereto. Do these principles appeal to 
your sense of justice? 

“One of the most ill-considered, unwise and 
unjust provisions of this system is that re- 
quiring, upon the death of the wife, that 
all community property shall be adminis- 
tered upon in probate, and that one-half 
thereof, in case of intestacy, shall go to the 
children. 

“To the representatives of community 
property estates, let me suggest with all 
sincerity, if your laws are similar to Wash- 
ington and you have not yet encountered the 
community trust problems, that you save 
your clients and yourselves endless trouble 
and financial loss by helping them to ar- 
range their affairs in such manner as to 
prevent diversified management of their 
community estates. This can be done, by 
rewarding the surviving spouse in increased 
benefits from the community estate in a 
consideration of her conveyance to. the ex- 
ecutor and trustee of her husband’s estate, 
to permit of capable management of the 
community estate as one unit.” 

Alexander D. Keyes, president of the 
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Humboldt Savings Bank, San Francisco, 
explained various phases of obscure com- 
munity property law of California. 


Life Insurance Trusts 


ANE D. WEBBER, trust officer, First 
Trust and Savings Bank, San Diego, in 
discussing life insurance trusts, said: 

“That the Life Insurance Trust is desirable 
business for the trust company is doubtless 
conceded, but it appears to have been ap- 
praised as an entree to and decoy for other 
business rather than upon its own merits 
and at its intrinsic value. It does, without 
question, furnish a most wonderful approach 
to the prospective customer. The increased 
and increasing number of policy holders 
furnishes an attractive field for exploitation; 
the generally known and easily proven facts 
concerning the incompetency of beneficiaries 
to care for the proceeds of insurance policies 
and the early dissipation of such funds supply 
the sales logic; and, the readiness with which 
the insured will discuss his insurance status 
and the problems resulting therefrom, offer 
in the life insurance trust a ministry of our 
profession that meets with less sales resis- 
tance than any other trust service. 

“The first essential is that someone in this 
department make a study of insurance, so 
that he can explain its intricacies, ascertain 
the actual requirements of his customer, and 
then give intelligent advice. This demands 
a real analyzation of the subject and the 
acquiring of an understanding of the various 
kinds of insurance written and the conver- 
sion, extension, surrender and accumulation 
privileges that are offered. These vary in 
the different companies, hence there is neces- 
sary an acquaintance with the offerings of 
the several underwriters. Armed with this 
information the trust officer can easily in- 
terest both the person already insured and 
the insurance prospect, and has a good op- 
portunity to acquire not only an insurance 
trust, but other trust business. 

“The successful development of the in- 
surance trust demands the active coopera- 
tion of the trust company and the insurance 
company. This should be easily brought 
about because, nothwithstanding early ideas 
to the contrary, they are in no sense com- 
petitors. 

“The insurance solicitor is the natural 
salesman for insurance trusts. Educate him 
fully as to the procedure and charges and 
sell to him the value of this service. Then 
show him your knowledge of his specialty 
and invite the sending of his prospects to 
you for advice and assistance in selling 
insurance. Thus is the cooperation between 
the companies made individual. 

“There must be some uniformity in the 
creation and handling of and the compensa- 
tion for these trusts. Some trust companies 
are making a nominal charge for acceptance, 
while others are not. Such a charge seems 
proper and, if sound insurance advice is 
given, is doubly justified. An acceptance 
fee may also tend to discourage revocation, 
which seems to be feared. Standardization 
of forms seems difficult if not impossible, 
but some uniformity certainly can be had, 
and the exchange and study of forms used 
will result in standardizing clauses, if not 
the entire instrument. 

“These trusts have been classified as 
passive, fixed or funded, and cumulative. 
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The first implies simply the deposit of the 
policy under a trust and the payment of 
the premiums by the trustor; the second, 
the added feature of the deposit of securi- 
ties whose income is charged with the pay- 
ment of the premiums, taxes and trust 
charges, reinvestment of the deposited securi- 
ties on maturity and ultimate disposition 
of the proceeds of the policies and the se- 
curities upon the death of the trustor or 
the maturity of the policy, and third, the 
writing of a straight life policy and the 
payment to the trustee of amounts in ex- 
cess of premium requirements and the in- 
vestment, by the trustee, of this surplus 
in securities to be held in the trust estate 
in addition to the proceeds of the policy. 
In the last instance there will come a time 
when the policy has a surrender value which 
can be added to the accumulated securities, 
if desired. 


| ne eres features of great interest 
to the conferees were two demonstra- 
tions. The first was a demonstration of 
securing executorship or trusteeship under 
a will. It was conducted by William Rhodes 
Hervey, vice-president, Pacific Southwest 
Trust and Savings Bank, Los Angeles, and 
by Bruce H. Grigsby, vice-president of the 
same bank, in which they repeated a typical 
conversation between a customer coming to 
the bank to prepare for the care of his 
estate, after he has gone, and the informa- 
tion, advice and counsel which is given to 
him by an officer of the bank. 

The other demonstration was of securing 
trusteeship under a voluntary trust. This 
demonstration was made by L. H. Rose- 
berry, vice-president, Security Trust and 
Savings Bank, Los Angeles, assisted by J. 
C. MacFarland, trust counsel, Security Trust 
and Savings Bank, Los Angeles. 
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Opinions of the General Counsel 


Liability of Drawer to Foreign 
Drawee 


FOREIGN bank contracts with the 

customers of a domestic bank to honor 
the drafts of the latter in dollars and 
contracts with the domestic bank that the 
latter shall provide funds to cover upon 
advice that the drafts had been honored. 
Upon failure of the domestic bank, the 
question arises whether the foreign bank 
can look to the customers of the domestic 
bank as drawers. Opinion:—Ordinarily the 
drawer must reimburse the drawee, but if 
in this case the contract between the parties 
substitutes the domestic bank as debtor, 
there would be no right of recovery against 
the drawers. If, however, it was under- 
stood and agreed that the domestic bank 
was only agent of its customers to trans- 
mit the funds, there would be a liability 
of the customers, not as drawers of the 
draft, but upon the contract to reimburse. 
The recourse of the foreign bank upon the 
customers of the domestic bank depends, 
therefore, upon the nature of the contract. 


From District of Columbia:—A foreign bank 
has made an agreement with some customers of a 
domestic bank by which the foreign bank allows 
the customers Df the domestic bank to draw on 
them (the foreign bank) in dollars. The foreign 
bank has also made a contract with the domestic 
bank stipulating that the latter should provide for 
cover as soon as they receive advicé from the 
foreign bank that they (the foreign bank) have 
honored the drafts of the customers. If the 
domestic bank goes into ss after the 
foreign bank has honored the drafts, has the 
foreign bank a legal remedy against the drawers 
and if so on what article of the American law 
would it be based. 


Ordinarily the law raises an implied prom- 
ise upon the part of the drawer of a bill 
to reimburse or indemnify the drawee or 
acceptor where the latter pays the bill 
without the funds having been previously 
provided by the drawer therefor. In such 
case the drawee has a right of action against 
the drawer upon such implied promise. The 
action is not against the drawer upon the 
bill, but upon his implied contract to indem- 
nify. There are a number of authorities sup- 
porting this proposition. Among these see 
Church v. Swope, 38 Ohio Street, 439; 
Dickerson v, Turner, 15 Ind. 4. 

But where there is a tri partite agree- 
ment between drawer, drawee and a third 
person that the drawee will look tc -the 
third person for reimbursement as a debtor 
for the amount of the draft, and that the 
drawer will provide funds to such third 
person who assumes the debt, I am inclined 
to think there would be a novation— a sub- 
stitution of the third person as new debtor 
—and that the drawee in the event such 
third person failed to perform his part of 
the agreement, would have no recourse upon 


the drawer. 
In an early case decided in 1818, Bell v. 


Davidson, 3 Wash. C. C. 328; Fed. Cas. 
No. 1248, a bill of exchange was drawn 
by A with the direction to charge the 
amount thereof to B. The bill was ac- 
cepted generally and paid. It was held the 
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drawer was not liable to the drawee un- 
less it appeared that B was the agent of 
A, and that the direction to charge the 
bill to him was only to point out the fund 
from which the bill was to be paid. 

In the case submitted, therefore, the right 
of the foreign bank drawee to recover of 
the drawers would depend upon the agree- 
ment of the parties. Assuming it was the 
intention and agreement that the foreign 
bank would look to the domestic bank as 
debtor, there would be no recourse upon 
the drawers in the event of failure of the 
domestic bank. If, however, it was the 
agreement that the drawers would reim- 
burse the foreign bank and deposit the money 
in the domestic bank, to be remitted as 
the drawer’s agent, there would probably 
be a right of action against the drawers, 
not upon the draft but upon the promise 
to reimburse. 

You ask “what article of the American 
law” regulates and determines the liability? 
There is no statutory or code rule upon 
the subject, contained in the form of a sec- 
tion or article. The rule is to be deduced 
from the decisions of the courts. 

There are some points of analogy in 
this transaction to that of check certifica- 
tion. By statutory rule (Negotiable In- 
struments Act) where a check is certified 
for the holder, the drawer and prior indors- 
ers are discharged, the underlying reason 
being that the holder, having chosen to 
accept the bank’s certification, instead of 
cash, the drawer is no longer liable. By 
judicial rule, however, where the drawer 
has his own check certified, while the cer- 
tifying bank becomes the principal debtor, 
the drawer remains liable in the event of 
nonpayment: provided the necessary steps 
are taken to preserve his liability. How- 
ever, in case of check certification, and 
here the analogy ends, the question of lia- 
bility or nonliability is between drawer and 
holder, while in the present case the ques- 
tion as to liability is between drawer and 
drawee and would not be based upon the 
draft, which has been paid, but upon the 
promise to reimburse where funds were not 
provided in advance. Whether or not the 
drawer is liable would, as aforesaid, depend 
whether under the contract the foreign bank 
was to look upon the domestic bank as 
debtor or as agent of the drawer. 


Competency of Bank Notary 
PINION that statute of South Dakota 


(A. B. A. measure) authorizes a no- 
tary who is stockholder of a bank to take 
the acknowledgment of an instrument ex- 
ecuted to or by the bank in any case where 
the notary is not individually a party to 
the instrument and is not a party to the 
instrument as a representative of the cor- 
poration. The mere fact that the notary 


is a stockholder does not make him a party 
to the instrument executed to or by the 
bank. 
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From South Dakota:—The Secretary of our 
Bankers Association has warned the banks not to 
follow the practice of having deeds and mortgages 
given to the bank by a notary pub- 
lic who is a stockholder of the bank. This warning 
is based on an opinion given by attorneys for the 
Association that the statute is open to the possible 
construction that a notary who is interested as a 
stockholder might be held a party to the instru- 
ment by reason of such interest. We would ap- 
preciate your opinion on this. 


It appears that the attorneys of the South 

Dakota Bankers Association have given an 
opinion that it is unsafe and unwise for 
stockholders, officers or employees of banks 
to act as notary public in taking acknowl- 
edgments of such instruments notwith- 
standing Section 5250 of the Revised Code 
of 1919, which makes it lawful for a notary 
who is a stockholder, director, officer or 
employee of a bank to take the acknowledg- 
ment of any party to any written instrument 
executed to or by such corporation. The 
opinion is based on the theory that the 
proviso to said section is open to two in- 
terpretations, under one of which the no- 
tary would be disqualified. The proviso 
is as follows: 
“provided, it shall be unlawful for any notary 
public to take the acknowledgment of an instru- 
ment by or to a bank or other corporation of which 
he is a stockholder, director, officer or employee, 
where such notary public is a party to such instru- 
ment, either individually or as a representative of 
such corporation ***,” 

It is stated that the question is uncertain 
whether or not the words “party to such 
instrument” mean that the notary shall not 
be an “interested party’ or mean that he 
shall not be a “party named in the instru- 
ment.” It is pointed out that every stock- 
holder is interested in an instrument which 
names the corporation as grantor or grantee, 
although not himself named in the instru- 
ment and might, therefore, be held to be 
a party to such instrument. 

I personally framed the Competency of 
Notary statute which has been enacted in 
South Dakota, as well as in other states. 
It was intended by the proviso to make it 
unlawful for a notary to take the acknowl- 
edgment of an instrument by or to a bank 
of which he was stockholder or officer where 
he was (1) either individually a party to 
the instrument or (2) a party to the in- 
strument as representative of the corpora- 
tion. That is to say, if John Smith exe- 
cuted a mortgage to the bank of which he 
was a stockholder, John Smith could not 
as notary take his own acknowledgment; 
and equally if a mortgage was executed 
to John Smith as cashier of the bank, John 
Smith could not take the acknowledgment 


as notary. But there was no intention where 


a mortgage was executed to a bank by name, 
without naming an officer as a party, to 
prohibit a notary who was a stockholder 
from taking acknowledgment of such mort- 
gage. Such an interpretation of the pro- 
viso would nullify the whole act, which 
expressly makes it lawful for a notary 
who is a stockholder to take the acknowl- 
edgment of an instrument running to a cor- 
poration. In my opinion no court will in- 
terpret the proviso as prohibiting a stock- 
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holder-notary from taking acknowledgment 
of an instrument running to the bank of 
which he is a stockholder, where he is not 
named therein as a party. 

If there is any doubt upon the question, 
the rule would apply that where an act is 
capable of two interpretations, the court 
will adopt the one which will sustain it rather 
than the one which will render it void. 

In my opinion, the statute authorizes a 
notary who is stockholder of a bank to take 
the acknowledgment of an instrument exe- 
cuted to or by the bank in any case where the 
notary is not individually a party to the 
instrument and is not a party to the in- 
strument as a representative of the corpo- 
ration. If he is not named in the instru- 
ment individually or as a representative, he 
is not such a party. The mere fact that 
he is a stockholder of the bank does not 
make him a party to the instrument exe- 
cuted to or by it. 


Indorsement by Insane Payee 


HERE the payee of a certificate of 

deposit is induced to indorse and trans- 
fer same without consideration, and is sub- 
sequently adjudged insane, the indorsement, 
if it can be proved the payee was mentally 
unsound at the time of transfer, ts, accord- 
ing to the law of Arkansas, absolutely void 
(in some jurisdictions voidable only), and 
the certificate is not collectible even if in 
the hands of an innocent purchaser. In 
such case, it is the duty of the issuing bank 
to refuse payment upon the ground that 
no title passed by the void indorsement. 
If, however, the payee was mentally sound 
at the time of indorsement, although sub- 
sequently adjudged insane, the indorsement, 
even without consideration, was valid to 
pass title and the holder would be entitled 
to payment at maturity. 

From Arkansas:—We have on our books a time 
deposit of $1,000, due P come | 1, 1924, payable to 
one M. F, This certificate she has been induced 
to dispose of without consideration and has in- 
dorsed the same in blank, The holders of the cer- 
tificate have tried to collect the money from_ us 
both by presentation at the counter and by collec- 
tion through another bank. This we have refused 
on the ground that the same is not due. Upon the 


second presentation through the mail by the collect- 
ing bank the bank advised us that the interest was 


waived and desired the amount of the re- 


mitted, This we refused but advised them that 
we would pay the same princes and interest, at 
the due date. Since that time has been 
declared incompetent and a pn appointed, or 
about to be appointed. The question is, supposing 
that this collecting bank on the strength of our 
previous advice, or any other bank or innocent 
third purchaser, discounts or buys this certificate 
of deposit, can the guardian about to be appointed 
succeed in holding this money by ordering the 
same not to be paid at this bank; and what would 
we have to show for the certificate still outstand- 
ing, provided the guardian should be unable to 
recover the same? On the other hand we would 
like to know whether or not an innocent third 
party would lose in the above case for the same 
thing might happen to us some day. 


If the payee of this certificate was men- 
tally sound at the time she indorsed it with- 
out consideration, the indorsement would 
be valid to pass the title by way of gift, 
and the certificate would be collectible by 
the holder or transferee at maturity, not- 
withstanding she was subsequently adjudged 
insane, 

But the payee now having been adjudged 
mentally incompetent, if we assume it can 
be proved she was incompetent at the time 
of indorsement, a different situation arises. 

According to probably a majority of 
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courts, the contracts of an insane person, 
after adjudication and appointment of 
guardian, are absolutely void, while if made 
prior to adjudication they are voidable only. 
However, in Arkansas it has been ruled 
the latter class of contracts are void ab 
initio. Thus, in First Nat. Bank v. Tribble, 
244 S. W. 33, the Supreme Court of Ar- 
kansas, denying a contention that the estate 
of an insane person is liable for debts cre- 
ated by him upon contracts if he received 
the benefit thereof, and was fairly dealt 
with by the creditor without notice of his 
infirmity and before an adjudication of in- 
sanity, said: 


“This court, however, is committed to the doc- 
trine that all contracts with insane persons are 
void ab initio and may be cancelled without a 
restoration of consideration if it has been wasted 
or dissipated.” Citing prior Arkansas decisions. 


In Hudson v. Union & Mercantile Trust 
Co., 230 S. W. (Ark.) 281, it was contended 
that, according to the weight of authority, 
unless the parties can be restored to their 
original positions, courts will not set aside 
contracts made with insane persons at their 
instance, without notice of the infirmity, if 
the contracts were for a fair consideration 
and without fraud or imposition. But the 
court said: 


“The doctrine contended for by appellee is not 
in accordance with the doctrine adopted by this 
court. In the case of Henry, Adm’r, v. Fine, 23 
Ark. 417, after deciding that contracts of this 
character made with insane persons without notice 
of the infirmity might be avoided at their instance, 
the court ruled that, in order to avoid the sale, it 
was not necessary to pay or tender the considera- 
tion paid by the purchaser. The doctrine there an- 
nounced was reaffirmed in the later case of George 
v. St. L., I. M. & S. R. Co., 34 Ark. 613, in 
which this court disapproved an instruction incor- 
porating the doctrine contended for by appellee in 
the instant case. It is unnecessary to determine 
where the weight of authority lies, since this court 
has announced the doctrine that an insane person 
may rescind a contract of this character without 
restoring or rs to restore the consideration 
received. It goes, of course, without saying that, if 
the insane person had the possession or control of 
the consideration received, he would be required to 
restore it before a rescission would be decr 
but, if the insane person had parted with the con- 
sideration, no such requirement is a necessary pre- 
requisite to cancelling the contract.” 


None of the Arkansas cases involve con- 
tracts of indorsement of bills or notes, but 
it would seem the same doctrine would ap- 
ply to such indorsements. While in some 
jurisdictions the innocent purchaser of a 
negotiable note indorsed by an insane per- 
son, whether before or after adjudication, 
would be protected (First Nat. Bank v. 
Fidelity Title & Trust Co. 97 Atl. [Pa.] 
75), it would seem that in Arkansas, if 
the payee should indorse the note and 
it was subsequently adjudged that the payee 
was insane at the time of indorsement, the 
contract of indorsement would be void and 
would pass no title even to an innocent pur- 
chaser, except that the estate of the insane 
person might be held liable to the extent 
of any money received thereon and not 
dissipated. 

This is in accordance with the rule in 
some other jurisdictions where the point 
has been passed upon. Thus, in Walker 
v. Winn, 39 So. 12, the Supreme Court 
of Alabama held that the transfer of a 
note by an insane payee, as it involves the 


making of a contract, is absolutely void and 
may be impeached by the payor on the 
ground of the payee’s insanity at the time 
of transfer. The court said: 


“Whatever may be the rulings by the courts of 
other jurisdictions upon the question, this court is 


fully committed to the doctrine that the contract 
of an insane person is absolutely void. * * We 
have no precedent by our court directly upon the 
point presented for consideration by the ruling of 
the court below, and there seems to be conflict in 
the decisions of courts of other States upon the 
question. * * * Leaving out of view the decisions 
of the courts in other jurisdictions, this court hav- 
ing held that the contracts of an insane person are 
void, and, it being true that the transfer of a note 
of necessity involves the making of a contract, we 
think it must follow as a logical sequence that the 
transfer of a note by an insane person must be 
held to be void. Further, as a payment of a 
note, such as will operate as an acquittance to the 
payor, must be made to the person who has au- 
thority to receive the payment, the payor may im- 
peach the contract of transfer by showing the in- 
sanity of the transferror at the time the contract 
was made.” 


We think the Alabama ruling would be 
applicable in the present case, the Supreme 
Court of Arkansas having announced the 
same doctrine that the contract of an insane 
payee is absolutely void ab initio. 

Applying same to the case presented by 
you: Assuming it is proved by the guardian 
that the payee of the certificate of deposit 
was insane at the time of making the in- 
dorsement without consideration, her trans- 
fer of the note was a void act and the 
present holders, whoever they may be, have 
no title. Therefore, as no acquittance can 
be given by the holder to your bank as 
payor, your bank should refuse payment 
at maturity and impeach the contract of 
indorsement by showing the insanity of 
the indorser at the time it was made. If, 
however, such insanity is not proved and 
the indorser was mentally competent at 
the time of indorsement, such indorsement 
was valid to transfer title and the certificate 
would be payable according to its terms 
at maturity. 


Indorsement for Exchange 


CHECK is indorsed by the payee “En- 

dorsed for exchange or cashier’s check 
payable to the order of the Texas Com- 
pany” and opinion as to the legal effect 
of such a form of indorsement to the payee’s 
bank is requested. Opinion:—The indorse- 
ment is an unrestricted, unconditional, title- 
conveying form of indorsement coupled 
with a statement of the consideration for 
which given; it confers upon the indorsee 
bank the right to negotiate and upon the 
drawee bank authority to pay, equally as 
if not coupled with such statement of con- 
sideration. 


From New Jersey: —Will you please give me 
your opinion on the following indorsement stamp, 
reading: 


“Endorsed for exchange or cashier’s check pay- 
able to the order of the Texas Company.” 

A check bearing this indorsement put on by a 
rubber stamp was presented to us for payment 
through the Clearing House. I can see the latter 
part “or cashier’s check payable to the order of 
the Texas Company,” but what I am in doubt 
about is the first part, “Indorsed for exchange.” 


In your opinion is this indorsement a good legal 
form for the depositor bank to accept from the 
customer? 


I know of no case in which such a form 
of indorsement has been interpreted. Be- 
fore discussing its legal effect, a brief con- 
sideration of the utility of such an indorse- 
ment may be pertinent. Should a customer 


desire to procure a cashier’s check or bank 
draft of his bank payable to a creditor or 
payable to the customer to be remitted to 
a creditor, an ordinary procedure would be 


the drawing of his check on the bank for 
the amount and its intrustment to an em- 


in 
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ployee to obtain the draft. If he makes 
his check payable to bearer, the customer 
takes the risk of the employee’s honesty 
in devoting the cash to the purchase of the 
bank’s draft. If the check is made payable 
to the bank, uncertain questions may arise 
as to the sufficiency of the employee’s author- 
ity to receive payment either in cash or 
paper and, assuming the employee’s author- 
ity to be established, there would be the 
same risk to the customer of misappropria- 
tion by the employee. There is a real 
need, therefore, unless the customer per- 
sonally takes his check to the bank, to 
safeguard such a transaction, and this is 
done by coupling with the check on the 
bank a statement of just what is wanted 
therefor, namely, a draft or bill of exchange 
of the bank, or a cashier’s check of the 
bank, payable to the order of a specified 
payee. It is desirable that the payee be 
specified, for in a recent case which has 
come to our attention, and which will prob- 
ably come before the courts to fix the re- 
sponsibility as between customer and bank, 
a customer drew his check payable to his 
bank “for New York exchange” and the 
trusted auditor of the customer, known 
by the bank to be such, asked for and 
received New York exchange to his own 
order, which he misapprupriated. 

The form of indorsement submitted “in- 
dorsed for exchange or cashier’s check pay- 
able to the order of the Texas Company” 
would seem to supply the necessary safe- 
guard in a case where a customer, instead 
of drawing his check on the bank, receives 
a check payable to his order and sends it 
by an employee to his bank to procure for 
him the bank’s draft or cashier’s check 
payable to the order of the payee, to whom 
he desires to send the draft. 

What is the legal effect of such an in- 
dorsement ? 

It would seem that it should be construed 
as an unconditional, unrestricted,  title- 
conveying form of indorsement, the words 
“for exchange or cashier’s check payable 
to the order of the Texas Company” being 
merely a statement of the consideration 
for the indorsement, and under such form 
of indorsement the bank of deposit, giving 
exchange or cashier’s check as called for, 
would acquire title to the check with right 
to negotiate or demand payment from the 
drawee and the drawee would be author- 
ized to pay same to the last holder by in- 
dorsement. 

Assuming in any case the bank of deposit, 
instead of giving the exchange called for 
to the employee of the payee, should give 
him cash for the instrument which should 
be appropriated by the latter, this would not 
affect the negotiability of the instrument 
or its payability, unless payment was 
stopped, but would simply create a right 
of action on the part of the payee against 
the bank for the consideration. 

The question has been considered whether 
such an indorsement could be regarded as 
conditional—that is to say, an indorsement 
coupled with the condition that the specified 
exchange must be given therefor. Section 
39 of the Negotiable Instruments Act pro- 
vides: 

“Where an indorsement is conditional, a party 
required to pay the instrument may disregard the 


condition, and make payment to the indorsee or 
his transferee, whether the condition has been 
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fulfilled or not. But any person to whom an in- 
strument so indorsed is negotiated will hold the 
same, or the proceeds thereof, subject to the rights 
of the person indorsing conditionally.”’ 


But it would seem that an indorsement 
of this character is in no sense conditional 
any more than would be a statement on the 
face of the instrument that it was given 
for a specified consideration. The Nego- 
tiable Instruments Act provides that, to be 
negotiable, an instrument must contain an 
unconditional order or promise to pay money 
and it also provides (Sec. 3) that “an un- 
qualified order * * * is unconditional * * * 
though coupled with * * * a statement of 
the transaction which gives rise to the in- 
strument.” In most cases, where a state- 
ment of the transaction or consideration 
is coupled with an order or promise, it is 
contained on the face of the instrument, 
but equally it is competent to couple with 
the indorsement a statement of its considera- 
tion, and I am of opinion that a coupling of 
statement of consideration of the kind in 
question would not make the indorsement 
conditional, so as to restrict the further 
negotiability of the check by making sub- 
sequent indorsees hold subject to the rights 
of the conditional indorser. 

To summarize :—The indorsement for ex- 
change of cashier’s check payable to a speci- 
fied person is, in my opinion, a title-convey- 
ing form of indorsement, serving the pur- 
pose of safeguarding the rights of the in- 
dorser where he entrusts the check to an 
employee to procure the exchange; the in- 
dorsee bank takes unrestricted title, with 
right to negotiate, and the indorsement af- 
fords equal authority to the drawee to 
pay, as if not coupled with the statement 
of consideration for which the indorsement 
was given. 


National Bank as Executor 


National bank acting as executor of an 

estate under a will which directs that all 
just debts be paid is not obliged or author- 
ized to refund to the beneficiary of a policy 
on the life of the testator the amount of a 
loan made by the company to the testator, 
which has been deducted in paying the policy, 
as such loan is not a debt owing by the testa- 
tor, but is an advancement of money already 
paid in, which lessens the amount which the 
company agrees to pay upon the policy. 


From Oklahoma: In April of this year this na- 
tional bank qualified as executor of an estate 
which has been appraised at approximately $135,- 
000. The decedent left a life insurance policy 
of which his grand-daughter was_ beneficiary. 
There was a loan against the policy of approxi- 
mately $3,000. leaving the net amount due from 
the company of $2,000 

The attorneys for the beneficiary have presented 
a claim for the amount of the loan stating that 
the girl is entitled to the face amount of the policy, 
$5,000, basing their claim on the clause in the 
will directing that all just debts be paid. 

There is some question in the mind of our attor- 
ney as to whether this is a proper charge against 
the estate, and your advice in the matter will be 
greatly appreciated. 


The specific question presented by you 
first came up for decision, so far as we 
know, less than a year ago in the case of 
Wagner v. Thierot, 197 N. Y. Supp. 560, 
affirmed by the New York Court of Ap- 
peals without opinion in 236 N. Y. 86. 

In that case a widow who was bene- 
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ficiary of two insurance policies on the life 
of her husband, and who had received pay- 
ment of the policies from the insurance 
companies, less deduction of certain loans 
to the husband, sued the estate to recover 
the amount of these deductions, contending 
that they were, like any ordinary loans, 
debts of the deceased to be paid out of his 
estate. Recovery was denied. The couri 
in presenting the question said: 


“It is claimed by the plaintiff appellant that 
the aforesaid loans and the amount thereof should 
be paid out of the decedent’s estate. This very 
interesting question seems never heretofore to have 
been presented to any court for determination; at 
least, our attention is not called to any reported 
case in point. While much is said in the briefs 
concerning the right of the insured to change 
beneticiaries and obtain loans, the real question 
to be determined seems to be as to whether or not 
the actual status of debtor and creditor existed 
between the insured and the insurance companies 
at the time of decedent’s death. If the aforesaid 
insurance companies could at that time have 
brought an action at law against the insured to 
recover the amount of the so-called loans, re- 
spectively, which right would have placed the 
insurance companies in a position to have pre- 
sented claims against decedent’s estate, then I 
believe that the appellant would have a clear 
right to nave the claims paid out of the de- 
cedent’s general estate. If, on the other hand, 
the true relation of debtor and creditor did 
not exist, owing to the peculiar nature of the con- 
tracts of insurance and the relation of the parties 
growing out of the same, and if the respective in- 
surers had no right of action at law against the 
insured to recover the alleged loans, then I believe 
the decision of the trial court is correct.” 


After reviewing the policies and loan 
agreements, the court said: 


“It can hardly be said that one holding an in- 
surance policy similar to those in the case at 
bar stands in the same relation to the insurance 
company as an ordinary debtor, when he exercises 
the privileges conferred upon him by law and b 
his policy. His act in electing to receive an ad- 
vancement lessens the value of his insurance con- 
tract and also the cash surrender value thereof. 
The whole transaction, however, takes place pur- 
suant to and grew out of the privileges and rights 
conferred upon the insured by the original policy. 
When the money has been so Pa nen or the so- 
called loan made to the insured, the amount which 
the company had agreed on the face of the policy 
to pay is lessened under the terms thereof. ff the 
insured repays the money so advanced, the value 
of the policy automatically increases. 

“As the case stands, the rights of all parties 
depend exclusively upon the insurance policies in 
question, which gave rise to all of the transactions 
set forth in the complaint, It is plain that neither 
insurance company can be compelled, under the 
respective policies, to pay more than the companies 
have already paid the plaintiff. The value of 
the policies at the date of the decedent’s death was 
and is determined entirely by the provisions there- 
of, which provisions included the aforesaid stipula- 
tion respecting the lessened liability of the insurer 
where advancements had been made. It therefore 
seems to me that neither company was in a position 
to present a claim against the estate of the dece- 
dent as a creditor, and that the contract governs the 
rights of the parties respecting the insurance due, 
and that the beneficiary was entitled to receive 
only the amount of the policies, less the alleged 
‘loans.’ Had the decedent’s estate been the bene- 
ficiary, instead of the decedent’s widow, the same 
situation would have prevailed. * * * 

“For the reasons above stated, it seems to me 
that the estate of the deceased is not liable to com- 
pensate the plaintiff for the amounts deducted in 
the settlement of the respective policies. The value 
of the policies was subject to fluctuation. Had the 
deceased paid back the moneys advanced, it would 
have increased the value of the policies; but_no 
obligation rests upon the estate so to do. The 
right to borrow money and to change the bene- 
ficiary in both policies was reserved to the insured, 
and nothing passed to the beneficiary, except the 
sums which could lawfully be collected from the 
insurance companies under the terms of the policies 
at the time of the decedent’s death.” 


The above decision seems to be well rea- 
soned, and assuming like conditions pre- 
vailed in your case, it would probably be 
held by your courts that the estate is 
not liable to the beneficiary for the amount 
of the loan obtained by the decedent which 
was deducted by the company before pay- 
ing the policy. 


Recent Decisions 


DIGESTED By THOMAS B. PATON, JR. 


DRAWER PROCURING CERTIFICATION OF 
CuHeEcK BEFoRE DELIVERY STILL A PRIN- 
CIPAL. DISTINGUISHED WHEN CER- 
TIFICATION AT INSTANCE OF 
PAYEE oR HoLtpER—NEW 
JERSEY 


N March 25, 1923, a check was drawn 

on. Security Trust Company, by one 
Sutter, and on the same day, at the in- 
stance of Sutter, the check was certified. 
Later in the same day the check was de- 
livered by Sutter to the payee. On March 
27, 1923, Sutter requested the trust company 
to stop payment. It did so, and when the 
check was presented, refused payment. -The 
payee then indorsed the check and delivered 
it to one Mack. Mack deposited it in his 
bank. The check reached the trust company, 
March 30, 1923. Payment was again refused 
and the check was protested. On April 6, 
1923, the check was paid by the trust com- 
pany to Mack upon his signing a statement 
to the effect that the check had been accepted 
by him for full value and without notice 
and that he was an innocent purchaser of it 
and that he would so testify if called upon to 
do so. This suit was then brought by Sutter 
to recover from the trust company the 
amount of the check. 

The court, in rendering the decision, 
brought out the distinction between the 
rights of the parties when the drawer of 
the check procured certification before de- 
livery, and when the payee or holder in 
due course, procured certification. For 
where certification is procured by the drawer, 
such certification does not operate to dis- 
charge the drawer, nor does it strip him 
of the defense he might have against the 
payee or one who took with notice of its 
infirmities. But where the certification is 
at the instance of the payee or holder, it 
operates to discharge the drawer from 
further liability on the check, and to sub- 
stitute a new contract between the holder 
and the certifying bank. In this case since 
the certification was at the instance of the 
drawer, he was still the party primarily 
liable, so the stop-payment order would 
have to be considered in the light of the 
defense which the drawer, Sutter, might 
have against the party to whom the check 
was paid by the trust company defendant. 

If a check, certified for the drawer, is 
in the hands of a holder in due course, any 
demand of the drawer upon the certifying 
bank for payment to be stopped could 
properly be disregarded. Conversely if the 
same check is not in the hands of a holder 
in due course the bank disobeys the stop- 
payment notice at its peril. 

The court held that, notwithstanding testi- 
mony to the contrary, it believed that Mack 
was not a holder in due course for the 
reason that he took the check to collect for 
the payee and did so not only knowing that 
the trust company had refused to pay her, 
but also knowing why; and when he got 
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N New Jersey it has been held 
that, if a check, certified for 
the drawer, is not in the hands of 
a holder in due course, the bank 
disobeys the stop-payment notice 
at its peril. 


T would be a strange and arbi- 
trary rule that would require 
a bank to know the signature of 
every person to whom its de- 
positor issued a check and where 
a check is presented for payment 
by an indorsee, the drawee is not 
bound to institute an investiga- 
tion to determine the genuineness 
of payee’s signature, but may 
rely upon the subsequent indorse- 
ments. 


STOP -PAYMENT notice 
given to a cashier on Sun- 
day morning has been held valid. 


BANK is bound at its peril 

to ascertain the identity of 
the person named as payee in a 
check presented by a person who 
claims to be the payee. 


RECITAL ina check that tt 

was given in full payment 
of amount due, while prima facie 
evidence that the full amount has 
been paid, is not conclusive, but 
the holder may in avoidance 
thereof show the truth. 


WHERE a corporate checking 

account is used to pay an 
individual debt, the payee is not 
charged with notice that the 
check was an unauthorized use 
of corporate funds. 


ESPITE the deduction of 

tax exempt securities in ar- 
riving at the taxable capital of 
private bankers, the refusal to 
deduct them in determining the 
taxable value of corporate shares 
of national banks holding such 
securities does not amount to a 
discrimination against national 
banks within the provisions of 
Section 5219 United States Re- 
vised Statutes. 


the money on the check by representing 
himself to be a holder in due course, he 
paid it to her. 

But regardless of this fact that the holder, 
whom the defendant had paid was not in a 
better position than the payee, the defense 
which Sutter had against the payee would 
not have defeated the check in her hands. 
Thus the payment of the check by defen- 
dant denied plaintiff only the privilege of 
asserting a defense which would have been 
of no avail. And since recovery against 
the trust company for so doing must be 
based upon losses in fact sustained, there 
can be no relief for plaintiff, for he has not 
shown that he could have successfully de- 
fended against the check if the stop-pay- 
ment order had been obeyed. Sutter v. 
Security Trust Company, N. J. Chancery, 
Nov. 3, 1923, not yet reported. 


Bank Nor Bounp to Know SIGNATURE OF 
PAYEE WHEN Nort PAYING TO PAYEE. 
May ReEty oN SUBSEQUENT 
INDORSEMENTS—INDIANA 


hay rong warrants were paid by de- 
fendant bank depository for city, which 
warrants had been drawn to cover allowances 
obtained by a city employee’s fraud. The 
warrants were made to fictitious persons, and 
paid by the depository to an indorsee follow- 
ing a line of successive indorsements. The 
indorsements of the fictitious payees had been 
made, and the bank had paid the orders or 
warrants, relying on the indorsements. The 
city did not intend to make the warrants 
payable to bearer by knowing the payees 
were fictitious, and brought this action for 
recovery of the sums paid out on these war- 
rants, claiming that the bank had not paid 
out the city’s funds in accordance with its 
orders, for the payees had never indorsed. 

The court held for the bank, for although 
a bank may not have credit for money paid 
on its depositor’s order unless the payment 
is in accordance with the depositor’s direc- 
tions, still a bank is not bound to know the 
signature of the payee, nor is it bound to 
institute investigations to determine it. 
Rather it may rely on subsequent indorse- 
ments. Furthermore, in this case the 
warrants had been drawn in 1914 and 1915, 
and it was held that the city had not ex- 
ercised due diligence in the matter of ex- 
amining the cancelled checks, nor in giving 
timely notice of the forgery, and on the 
facts could not recover. 

The court drew a sharp distinction be- 
tween the cases where the drawee pays 
directly to the payee and where it pays 
to successive indorsees. In the latter case 
it may rely on the indorsees and is not 
bound to “ascertain at its peril the identity 
of the person named therein as payee,” as 
it was required to do when paying directly 
to the payee in the decision set forth in 
Digest of Legal Opinions of Thomas B. 
Paton, 1921, Opinion No. 921. City of 
Indianapolis v. National City Bank, Ap- 
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pellate Court of Ind., Oct. 30, 1923, not 
yet reported. 


Stop PAYMENT ORDER ON CHECK GIVEN TO 
CASHIER Away From BANK ON SUN- 
DAY BY TELEPHONE. KNOWLEDGE 
OF CASHIER IS KNOWLEDGE OF 
BANK—TEXAS 


gave a check for $700 on 
Saturday night, and on Sunday, de- 
siring to stop payment thereon, telephoned 
the cashier at his home to refuse payment. 
The cashier accepted the message, and said 
he would enter a written memorandum and 
attend to it the next morning. According 
to the by-laws of the bank, it opened for 
business at 9.00 a. m., but in keeping with 
a long-standing custom of the banks in 
that locality, it opened for business at 8.00. 
The cashier was delayed in getting to the 
bank, and when he arrived at 8.40, he 
instructed the paying teller not to pay the 
check. But the check had been paid a few 
minutes earlier. 

The depositor brought an action for the 
amount debited against his account on the 
check, and on this appeal the court held the 
bank would have to stand the loss, because 
the knowledge on the part of the cashier 
was knowledge of the bank. The cashier 
was the chief executive officer, and for the 
purpose of giving information he was as 
much the cashier away from the bank as at 
the bank. Nor could the fact that the in- 
formation was given on Sunday vitiate it, for 
although it is unlawful to labor on Sunday 
in the state, it was only a request that the 
cashier do an act on the followirig day. 
The fact that the cashier arrived at the 
bank before 9.00 o’clock, the hour for open- 
ing according to the by-laws, would not ex- 
cuse the bank, for if it chose to open at an 
earlier time for the payment of checks, the 
cashier knew that, and should have notified 
the paying teller. Furthermore, if the bank 
had not opened before its by-laws opening 
hour, the check would not have been paid. 
The fact that the cashier agreed to attend 
to the matter caused the depositor to think 
further efforts on his part were unnecessary, 
which presents an equitable phase which 
makes the case still stronger in favor of 
the depositor. The court made a restate- 
ment of the law that the deposit of money in 
a bank merely creates the relation of debtor 
and creditor, and “a check drawn on a bank 
is not an assignment of any part of the 
fund against which it is drawn, until it is 
presented and accepted as paid.” 

Hewitt v. First Nat. Bank of San Angelo, 
252 S. W. 161. 


BaNK PayING CHECK TO CORPORATION OF 
DIFFERENT NAME From Payee HELp 
LIABLE TO MAKER—MaAssaA- 
CHUSETTS 


LAINTIFF brings this action to re- 

cover the amount paid out by defen- 
dant bank on a check drawn by plaintiff 
with the bank as drawee. The check, given 
for the purchase of an automobile which 
was never delivered, was made payable to 
“Puritan Motor Company” at the request 
of the salesman, although he was known to 
be selling for another company. The sales- 
man stated that the car was to come from 
the Puritan Motor Company, and plaintiff 
did not doubt such company existed. The 
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salesman used the check to settle a personal 
claim against himself, held by the Puritan 
Motor Sales Company, which was in the 
hands of an attorney for collection. The 
attorney noticed the discrepancy in name, 
and the salesman explained that the check 
“was intended for the Puritan Motor Sales 
Company.” The attorney received the check 
and indorsed it “Puritan Motor Co., by Wm. 
P. Everts, Attorney,” and the drawee bank 
paid it. 

The court held the bank “was bound at 
its peril to ascertain the identity of the 
person named as payee,” and refused to di- 
rect a verdict for defendant. 

Dana v. Old Colony Trust Co., 139 N. E. 
541. 


ReciTaAL ON CHECK THAT It Is PAYMENT 
IN Futt, Nor Conctusive. TRUTH 
Tuat It Is Nor May Be 
SHOWN—KENTUCKY 

CONTRACT was entered into between 
the parties for certain removal of dirt 
in excavating, whereby payment was to be 
made on a yardage basis. Later, a contract 
was made to pay according to days of work. 
After the work was performed, the parties 
disagreed as to whether this last contract 
had supplemented or superseded the first. 
But appellee received a directed verdict be- 
cause it had given a check to appellant which 
recited that it was given in full satisfaction. 
The lower court held that the acceptance 
of the check in full satisfaction amounted 
to an accord and satisfaction. However, 
this court held on appeal that, although the 
check was so indorsed as to be a receipt, 
the question should have been  submit- 
ted to determine whether payment had 
been made in full. Although the receipt 
would be prima facie evidence of payment, 
this may be avoided by showing that in truth 
payment in full was not made by the check. 
Garriott v. Brandenburg Const. Co., 251 
S. W. 935. 


ASSESSING NATIONAL BANK STOCK FOR 
TAXATION. May Count IN EXEMPT 
GOVERNMENT Bonps, WHICH ARE 
Exempt In HANDS 
OF PRIVATE BANKS— 
UNITED STATES 


HIS is an appeal from the highest state 

court decree upholding an assessment 
in fixing the value of shares of stock in a 
national bank for taxation. The state by 
statute provided that the aggregate of the 
bank’s capital, surplus and undivided earn- 
ings, less the investments in real property 
which were already taxed, should be taken 
as the value of the shares, and that this 
amount divided by the number of shares 
should be the taxable value of each share. 

The bank whose shares were assessed 
on this basis had as competitors certain 
private or unincorporated banks, and under 
the statute fixing the assessment of capital 
employed in private banking the assessing 
officers deducted so much thereof as was in- 
vested in tax-exempt securities of the United 
States, which they considered necessary 
under the tax-exempting laws of the 
United States. 

Among the bank’s assets were various 
securities of the United States, concededly 
exempted from state taxation, as well as 
stock in a Federal Reserve bank, and the 
bank sought to have these securities ex- 
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cluded in making the assessment valuation 
for the stock. This was refused, and on ap- 
peal to this court the bank contends that 
contrary to the provisions of the U. S. Rev. 
Stat. Sec. 5219, it is being discriminated 
against in favor of private bankers, because, 
first, under the statute an assessment on the 
property of the bank rather than the shares 
of the stockholders is effected; second, that 
there is a subjection of tax-exempt securi- 
ties of the United States to taxation by the 
state; third, that if the assessment be. of 
shares, it subjects them to a higher rate of 
taxation than is laid on moneyed capital 
in the hands of private bankers. But this 
court held against the contentions of the 
bank, in the following manner: 

First, the assessment is against the stock- 
holders and not against the bank, for, while 
the valuation is based upon the capital, sur- 
plus and undivided earnings, still a lien is 
given the bank against the stock for paying 
the tax, and provision in the statute was 
made that the taxation against the bank 
should only be on its real estate; second, that 
there is a distinction between the corporate 
assets which are property of the bank, and 
the shares, which are property of the stock- 
holders, and while it is true that certain 
United States securities cannot be taxed by 
the state, however, it is “equally true that 
the state may tax the shares in a corporaion 
to their owners, the stockholders, although 
the corporate assets consist largely of such 
securities, and that in assessing the shares 
it is not necessary to deduct what is invested 
in the securities. The difference turns on the 
distinction between the corporate assets and 
the shares—the one belonging to the corpora- 
tion as an artificial entity and the other to 
the stockholders.” On this ground the 
taxation was not against the bank, but 
against the shareholder; third, that there 
is not a discrimination in the rate of taxa- 
tion, for the state in exempting the securi- 
ties in the hands of the private banks only 
recognizes the prohibition against taxing 
them as part of their capital. The taxation 
of shares of national banks being distinct 
from taxation of corporate assets, they 
might be taxed, just so they were not taxed 
at a greater rate than upon moneyed capital 
of individual citizens which is subject to 
taxation. Despite the deduction of these 
tax-exempt securities in arriving at the 
taxable capital of private bankers, the re- 
fusal to deduct them in determining the 
taxable value of corporate shares of national 
banks holding such securities does not 
amount to a discrimination against national 
banks within the provisions of the United 
States Rev. Stat., Sec. 5219. Des Moines 
Nat. Bank v. Fairweather, U. S. Supreme 
Court, Nov. 12, 1923, not yet reported. 


OF TIME—EscHEAT—CAL. 
The State of California brought an ac- 
tion against a bank to take over certain 
bank deposits on the ground that they were 
unclaimed for twenty years, The California 
statute provided that if no one had claimed 
the deposit within twenty years and that 
the bank officers did not know the depositor 
was alive, the deposit would escheat to the 
state. The court held that the statute was 
valid as to state banks, but invalid as ap- 
plied to national banks. Securities Sav. Bank 
v. State of California. U. S. Supreme 
Court, Nov. 19, 1923. Not yet reported. 
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Unemployment Forced New Issues 


With an Average of 1,500,000 Persons Out of Work in Eng- 
land, Inflation, Tariff, Emigration and Trade With Russia 


Discussed as Means to Better Conditions. 
Denounce Inflation. 


ITH an average of one and 

one-half million persons out of 

employment during the last 

two years, it is not strange 
that sooner or later there should come 
up in England a proposal to produce bet- 
ter times by the process of inflation. 
Such proposals are the natural product of 
such times as generally follow a great 
war. And such proposals will recur in 
any time when business is out of adjust- 
ment and men assume that readjustments 
can be made through the agency of more 
money or more credit. Quiescent for the 
present, we have the same illusion here in 
America, which may and may not experi- 
ence a revival as we approach the Presi- 
dential campaign. 

Announcement that such a _ proposition 
had been suggested to the government 
caused widespread discussion, un- 
equivocal rejection of the idea on the part 
of prominent financiers. 

England has pursued a policy of deflation 
as the quickest and safest road back to her 
old-time prosperity. She has done it, too, 
notwithstanding the demand of powerful 
trade interests that the government take 
steps to aid in restoring trade in the Do- 
minions. 

Early in the discussion, Frederick Goode- 
nough, chairman of Barclays Bank, de- 
clared in a public address that no one would 
advocate deliberate inflation and that un- 
employment would not be counteracted by 
such a policy. He pointed to the financial 
disruption of Germany because Germany 
lacks the courage to face her creditors 
and check deflation. There is, he said, an 
automatic deflation in bad times, when 
enterprise stands still, which is quite dis- 
tinct from active deflation. 


Malignant as a Cancer 


RTHUR BALFOUR, the steel manu- 

facturer, in an address before the As- 
sociation of British Chamber of Commerce 
declared that inflation was as malignant 
a disease as cancer. Reginald McKenna 
expressed the belief that England had 
caused much of her unemployment trouble 
by too rapid deflation. All he desired, he 
said, was a definite abandonment of the 
policy of deflation. 

“Tt should be noted that Sir Eric Geddes, 
who on Tuesday denounced deflation and 
urged a reconsideration of our monetary 
policy, and Mr. McKenna, who on Wednes- 
day maintained that a deflationary policy 
is altogether unsuitable to a period of ex- 
cessive unemployment, both rejected the idea 
of inflation altogether,” says a recent issue of 
The Weekly Westminster Gazette, “No sen- 
sible economist, financier, or business man 


proposes that the government should depreci- 
ate the currency either to pay its own ex- 
penses or to stimulate trade. The real point 
at issue is quite different. 

“For a long time we have definitely pur- 
sued a policy of deflation. By reducing 
the amount of currency in circulation, and 
by restricting credit we have raised the 
value of the pound sterling and very great- 
ly depressed the level of prices in this coun- 
try. Up to a point this policy was un- 
doubtedly wise, for immediately after the 
war our currency was very much inflated. 
But the price we have had to pay for our 
financial recovery has been a heavy one. 
When prices are falling, unemployment 
is inevitable, for industry must slacken 
down. Manufacturers dare not produce 
goods in large quantities which they may 
have to sell at a loss, and traders are chary 
of giving orders if they think that by 
waiting they can place them more cheaply. 
There is now a very general realization of 
the fact that deflation has gone far enough, 
if not a little too far, and that the reab- 
sorption of the unemployed is more im- 
portant to us for the present than a further 
and very painful ascent toward the gold 
standard. 


No Deflation Now 


66,N the course of his speech Mr. Mc- 

Kenna remarked that for three months 
we have made no attempt to bring about 
further deflation, and that if the trading 
world could be satisfied that there would be 
‘no further effort to bring down prices 
by credit restriction, there should be a 
revival of trade. But he also remarked 
that deflation is still ‘nominally’ our offi- 
cial policy. What Sir Eric Geddes pre- 
sumably wants, therefore, is that it shall 
at once cease even nominally to be our 
official policy and that the business world 
shall be assured that it will be in future the 
policy of the Treasury and of the Bank of 
England to keep prices stable in order that 
industry may have a chance. An official 
reassurance on this point is all the more 
necessary because many well-informed people 
are of opinion that there is not enough cash 
or credit now available to finance a revival 
of trade, and that if such a revival began 
it might be nipped in the bud. Mr. Mc- 
Kenna quite definitely stated that if there 
is an improvement in trade, more currency 
will be required, and he also quite rightly 
added that the provision of such currency 
would not be inflation. 

“When we have emerged from our im- 
mediate troubles it may well be worth while 
to consider whether, by judicious variations 
in our monetary policy, we cannot check 
excessive movements of prices either up- 
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Leading Financiers 
Tariff Proposals a Campaign Issue. 


ward or downward. If we could do this, 
we should prevent both booms and slumps 
in trade and help to stabilize employment. 
That, however, is a question for the fu- 
ture. The need of the present is that the 
connection between unemployment and our 
monetary policy should be recognized, and 
that we should not pour out money with 
one hand to palliate the evil we are causing 
with the other.” 


Tariff and the Election 


ENTIMENT in favor of a tariff to im- 

prove England’s business position gained 
ground rapidly and was a big factor in bring- 
ing about the election which is being held 
as we go to press. Lloyd George is op- 
posed to a tariff, and upon his return to 
England after his visit to America he 
is quoted as characterizing Premier Bald- 
win’s pronouncement in form of a tariff 
as “a piece of incredible folly.” 

The Weekly Westminster Gazette (in 
the same issue quoted above) said of the 
proposed innovation: “Duties are to be 
levied at our ports on all manufactured 
goods which compete with home products, 
and the sums so collected are to be given 
in the form of subsidies to home farmers 
and Colonial growers, and to be further 
used in reducing shipping freights from 
the more distant colonies. The scheme is 
obviously absurd. If the duties were ef- 
fective in keeping out manufactures, clearly 
there would be no money collected and none 
to distribute. The home consumer never- 
theless would pay more for practically every- 
thing he buys, and the plight of the farm- 
ers would be made worse by the necessity 
of purchasing implements and manures at 
higher prices than those now prevailing.” 


Emigration Encouraged 


NOTHER movement for the betterment 

of the people’s condition in England 
is emigration. The Contemporary Review 
of London (issue of October, 1923) in a 
long analysis of this situation says: 

“Responsible leaders of British political 
and economic thought show a general unan- 
imity on the necessity for practicable schemes 
of migration to relieve the over-population 
of this country. The facts of the situation 
are so overwhelming as to carry conviction 
even in those quarters that most regret the 
necessity. 

“Taking the average of the last two 
years, 1,500,000 workers have been unem- 
ployed, and the cost of maintenance has 
been stated to be nearly £200,000,000 per 
annum. The Labor Party very naturally 
objects to emigration being regarded as 
a panacea for unemployment, and the op- 
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Granite. 


four. 


ages past. 


Granite recognizes neither heat nor cold. 
Moisture cannot affect it. 
For all practical purposes it has no crushing 


point. 


It is the rock of ages tested by time and use. 
It has proven the Noblest of Building Stone. 


National. Building Granite Quarries Association. Inc. 


HL HL. Sherman, Secretary 


position to migration that is from time to 
time manifested by certain members of 
that party is due to this view and to the 
feeling that the remedy for the present 
distress is to be found in restoring the pur- 
chasing power of Europe. The experience 
of the last four years has not been encourag- 
ing, and it is feared by most people that a 
rapid and complete recovery of that pur- 
chasing power is out of the question, Let 
us, however, regard present unemployment 
as a temporary economic condition. Let us 
suppose that so radical a recovery of Eu- 
ropean markets can be achieved as to en- 


Few know of the decorative possibilities of 
Besides a wide choice of colors 
there are many finishes possible. 


Why Granite Is 
The Noblest of Building Stones 


Granite was born of fire. 


During the aeons of the earth’s agony, it was 
forced molten, to its present resting places. 
Since then, as if ironically, it has become avail- 
able to man through the action of glaciers in 
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31 State Street, Boston, Mass. 


able British industry to re-employ the 1,- 
250,000 persons at present out of work. 
Another problem must then be faced, name- 
ly, the abnormal increase of population. The 
natural increase of population in Great 
Britain was stated to be a little over 400,- 
000 per annum prior to the war, while the 
net diminution of population by emigra- 
tion was about 300,000. Since the war 
there has been a great falling off in emi- 
gration, and the average from 1919 to 1922 
has not exceeded 100,000. Instead of a net 
increase of 100,000 per annum, the popula- 
tion of the past four or five years has 
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been increasing at the rate of 300,000 per 
annum. These figures show that the pop- 
ulation of Great Britain is increasing at 


. a supernormal rate, and that the limitation 


of emigration that has occurred since the 
war is responsible for an addition to the 
population of at least 200,000 per annum 
over and above the pre-war net annual in- 
crease, say 1,000,000 in all. 


Initiative Lost 


oe situation has been partly brought 
about by the restrictions upon immi- 
gration imposed by the United States, but 
even the Dominions are receiving far fewer 
British settlers than before the war. This 
latter fact is probably due to the depression 
and destruction of initiative which long pe- 
riods of unemployment cause to individ- 
uals, coupled with the fact that the un- 
employment dole has intervened to check 
the pressure of economic necessity. The 
heavy cost of transportation has undoubt- 
edly had an effect in checking would-be set- 
tlers. Under these circumstances, it is not 
strange that responsible persons should dis- 
play the unanimous opinion that sound emi- 
gration schemes are urgently required. 
What is more striking is that so little has 
yet been accomplished in spite of the pass- 
ing of the Empire Settlement Act and the 
establishment of the Empire Settlement Com- 
mittee. From a British point of view the 
figures quoted would suggest that every 
effort should be made to emigrate at least 
an additional 200,000 persons a year, and 
thus tend to reduce the increase of the 
population to the ratio that obtained before 
the war. 

“* * * For all migrants training is nec- 
essary, for it is expecting too much to 
think that without it all people sent out will 
at once settle down. Of course, this means 
the outlay of money, but under the Empire 
Settlement Act the British Government is 
authorized to pay out a sum not exceeding 
£3,000,000 per annum, provided the Domin- 
ions will produce an equal sum.” 


Trade With Russia 


a discussing the question of recognition 
of Soviet Russia, a writer in the Con- 
temporary Review 
above) says: 

“The advocates of recognition bring for- 
ward the cause of trade. According to them, 
trade with Russia is hampered, made al- 
most impossible, without full diplomatic 
relations, and as England very much needs 
an increase in her trade, recognition of 
Soviet Russia amounts to an imperative 
necessity. These advocates, not being sat- 
isfied with pointing out this necessity, pre- 
dict enormous results if their advice be fol- 
lowed. The great natural richness of Rus- 
sia, her minerals, forests, cornfields, domes- 
tic and wild animals, etc., will then become 
supplies for the British consumer and pro- 
ducer, who in their turn will then find in 
Russia the greatest market for English 
manufactured articles. The question of 
unemployment is bound up with the question 
of recognition of the Soviet Government, 
and, judging by the speeches and articles 
of the friends of this government, unem- 
ployment in Great Britain will disappear as 
soon as a representative of the Bolsheviks 
moves to Chesham Place, 


(same issue quoted 
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“ Nothing to Do With Trade” 


“Bu when one takes into considera- 
tion facts and figures, instead. of 
visions and good wishes, one is astonished 
how much fallacy, ignorance and _ illusion 
there is in this argument. As a matter of 
fact, recognition has nothing to do with 
trade. Any Englishman can buy anything 
in Russia if there is anything to export 
to England, and the Russian Government 
can buy in England whatever it likes, if 
it has the money to pay. The trade agree- 
ment provides for any trade transactions. 
But even were there no agreement at 
all, trade would take place, as it does in 
the United States, which has no agree- 
ment whatever with Soviet Russia. Rec- 
ognition of the Soviet Government would 
add absolutely nothing to the amount of 
trade so long as the Bolshevist Government 
remains in power. The reason why at pres- 
ent there is so little trade between Great 
Britain and Russia is twofold. First, Rus- 
sia has no products to sell and, therefore, 
is unable to buy. The output of Russia 
under the Bolshevik Government is so small, 
so uncertain and so bad in quality that it 
cannot satisfy even the local wants, not 
to speak of export. And the second reason, 
which is partly also the cause of the first, 
is that there is no freedom for international 
trade. All the export and import is mo- 
nopolized by the government. Hence the 
Russian producer who would like to sell 
abroad some of his products must first sell 
them to the Vneshtorg (the Government 
External Trade Department). The latter 
being a monopolist, can fix any price it likes; 
and as a rule fixes the price so low 
that the producer finds it not worth his 
while to produce for the foreign market. 
Hence, for instance, agricultural products, 
which used to be the principal commodities 
of export, are now sent to the market in 
very small quantities, and then only to 
the home market. The peasant does not 
think it worth his toil and bother to pro- 
duce more, even were he assured that the 
government would not forcibly take away 
his corn and cattle, of which at present 
there is no security whatever. 

“The English exporter is also hampered 
in his trade with Russia, not on account of 
recognition or no recognition, but on ac- 
count of the impossibility of dealing di- 
rectly with the Russian merchant or con- 
sumer. Any commodity he wishes to sell 
in Russia he must sell to the Vneshtorg or 
through its aid. What it really means is 
this, that nothing can be sold to Russia 
except what the Vneshtorg wants to buy, 
whether there is a demand for it in Russia 
or not. The English manufacturer and the 
Russian consumer can, under such a state 
of things, never come into contact, just 
as the Russian producer is deprived of 
direct dealings with the English market. 
What trade, therefore, can exist and develop 
in such circumstances?” 


of the Gotham National Bank of 

Until joining the Gotham National Bank Mr. 
Partridge was one of the Federal bank examiners 
attached to the metropolitan district. He had 
been a national bank examiner since 1916, serv- 
ing in Iowa and in northern and central Illinois. 
In 1921 he was transferred to the Second Federat 
eee Bank with headquarters in New York 
ity, 
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Exports from the Interior 


iene financing of shipments from the 
interior to foreign ports is often facil- 
itated through this Company’s service in 
exchanging railroad documents for ocean 


documents. 


We undertake to make such 


exchange through the shipper’s forwarding 
agent or representative in New York, a ser- 
vice which is often of value to bankers who 
finance transactions on initial documents. 


Full details of this and other services to 
banks will be sent on request to our 
Collection Department. 


Guaranty Trust Company 
of New York 


American Institute of Banking 
Pioneer Offers $250 Prize 


A of $250 for the best paper on 
the present-day problems of the West- 
ern farmer and suggestions for their solu- 
tion has been offered to any member of 
the American Institute of Banking by 
Joseph Chapman of Minneapolis. 


The subject of the paper must be “An 
Analysis of the Economic Condition of the 
Western Farmer and Suggestions -for the 
Solution of His Problems.” The conditions 
of the contest are as follows: Papers are 
not to exceed 2000 words and must be type- 
written on one side of page only. They 
must be submitted to Richard W. Hill, sec- 
retary, American Institute of Banking, 110 
East Forty-second Street, New York City, 


not later than Jan, 1, 1924. Papers should 
bear fictitious names that will conceal the 
identity of their authors. In a sealed en- 
velope addressed to the national secretary 
of the Institute, each author must give his 
real name and also the fictitious name signed 
to his paper. These envelopes will not be 
opened until after the prize award has 
been made. 

The judges will be five in number, a sci- 

entific agriculturist, an officer of the De- 
partment of Agriculture of the United 
States, a prominent Western railroad man, 
the editor of a farm paper and a promi- 
nent banker. 
_ The prize was offered by Mr. Chapman 
at the Institute Pioneers Dinner in Cleve- 
land. Mr. Chapman has been for many 
years a loyal and enthusiastic supporter of 
the American Institute of Banking. 
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The Condition of Business 


Recession of Previous Five Months Was Reversed in 


October and November. 


Automobile Production for October 


Totaled 335,000 Cars. Year’s Output Expected to Be 1,000,000 


Cars. 


CTOBER and the early weeks of 
November witnessed a reversal of 
the business trend of the preced- 
ing five months. Since early sum- 

mer and late spring there had been a defi- 
nite and rapid recession in business activ- 
ity, which showed itself particularly in the 
field of industrial production, but was also 
evident in wholesale trade, the volume of 
bank transactions, and in a number of other 
directions. In September retail trade in 
certain of the Eastern cities had shown a 
decrease, 

But in October and November the sta- 
tistical evidence was largely in the other 
direction. Wholesale purchases, which had 
been delayed until later than usual, came 
into the market; retail trade was excellent, 
and industrial production and building were 
resumed in heavier volume. Prices of in- 
dustrial and railroad stocks made a rapid 
recovery; bond prices moved upward and 
money was easier. Many industrial con- 
cerns declared extra dividends. 

This does not mean that the situation 
was entirely rosy or that all of those evi- 
dences of decline which had been present 
in previous months were dissipated. The 
prices of many of the basic commodities 
continued to decline. The iron and steel 
market continued dull, and the unfilled or- 
ders of the United States Steel Corporation 
showed a further decline. Foreign exchange 
rates went through a precipitate downward 
movement, and French francs sold at a lower 
figure than they ever before reached. These 
facts gave testimony to the continued pres- 
ence in business of certain of those unfavor- 
able factors which had been influencing 
the situation for earlier months of the year. 


Production 


6 be October output of steel ingots was 
7 per cent larger than that in Sep- 
tember, and there was a slight increase in 
pig iron production, although the output 


per day was slightly lower. While the 
unfilled orders of the United States Steel 
Corporation declined more than 350,000 tons 
to the smallest figures since March, 1922, 
some stimulation in ordering was reported 
in the early weeks of November. 

The manufacture of cotton goods in do- 
mestic mills, as indicated by the bales of 
cotton consumed, was 12 per cent larger 
in October than in September. During No- 
vember certain of the mills have announced 
curtailment in operations. Large consump- 
tion of cotton in domestic mills has been 
accompanied this fall by exports of cotton 
approximately 275,000 bales larger than last 
year, During the cotton year, which ended 
July 31, exports of cotton from this coun- 
try were smaller than at any time since 


Quick Reaction to Slight Reduction in 


1919, and with that exception since 1896, 
and the somewhat heavier exports of the 
new crop probably reflect in part the fill- 
ing in of depleted stocks in some of the 
European countries. 

Bituminous coal production during October 
was the largest since January, and anthra- 
cite mining was resumed at a rate only 
somewhat under the high August output 
just previous to the beginning of the strike. 

As a result of these and increases in 
certain other types of industrial output, the 
index of production in basic industries com- 
puted by the Federal Reserve Board ad- 
vanced from 114 to 117 (1919 average equals 
100 per cent). This index has been de- 
clining since May. The current figure is 
still considerably under the highest output 
during the spring. 


Automobiles 


LTHOUGH it would be natural to ex- 

pect that at this season the output of 
automobiles would decline, the October pro- 
duction of passenger automobiles, totaling 
335,000 cars, is the highest on record, with 
the exception of the three months of April, 
May and June of this year. There is as 
yet no indication of a pause in the activity 
of this industry, in spite of the enormous 
output of this year, which will almost cer- 
tainly be 1,000,000 cars larger than in 1922. 
It is reported that several of the large 
manufacturers are equipping their plants 
for still heavier output. Sooner or later 
the point of maximum absorption of cars 
by the population will be reached, but the 
definite limit is not yet evident. 


Building 


HE granting of permits for new build- 

ing construction reached its peak in 
March of this year and from then until 
July showed a steady reduction, which may 
be ascribed largely to the abnormally high 
costs of construction, due in part to the 
high price of materials and in part to high 
wage rates. The imminence of serious la- 
bor shortage in this field also deterred 
builders from undertaking new operations. 
Since spring there has been, however, a 5 
per cent or more decrease in building costs, 
and building activity has responded promptly 
by a new flood of requests for building per- 
mits and a renewed volume of actual awards 
of contracts for construction. For example, 
the figures for contract awards compiled by 
the F. W. Dodge Company for twenty-seven 
northeastern states showed an increase of 
about 25 per cent in October over the Sep- 
tember figures. The increase was due in 
the main to heavier residential construction 
in the East, particularly in New York and 
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Building Costs 


New Jersey. The high October figures 
bring the amount of contract awards for 
the first ten months of this year slightly 
ahead of those for the same months of 
1922. 

The obvious conclusion from the fall re- 
covery in building is that there continues to 
be a housing shortage, with the result that 
new building is undertaken the moment con- 
ditions become at all favorable. Wages in 
the building trades are now higher than ever 
before and 7 per cent above the maximum of 
1920, and while the price of building mate- 
rials is considerably lower than in either 
1920 or this spring, the total cost of building 
continues to be something like twice as 
high as before the war, and about 20 to 
25 per cent lower than in 1920. 


More Wage Changes 


UTUMN $sstimulation of trade has 

brought with it additional increases 
in wages. Several railways have made ad- 
vances of a few cents an hour to employees 
who did not share fully in wage increases 
of recent years, and many industrial con- 
cerns have reported further adjustments 
upward. The number of wage changes re- 
ported by the National Industrial Conference 
Board was larger than in any month since 
June, as is indicated by the following table 


of changes reported by that board: 
Total 


Month Ended Changes 


} 1923 
August 4: 
September 14 


October 14 
November 14 


Increases Decreases 


One interesting feature of the table, how- 
ever, is that there were more wage decreases 
in October and November than in any pre- 
vious months for some time. There have 
been counter tendencies at work. 


Prices 


SHORT cotton crop, together with 

heavy exports and a good volume of do- 
mestic consumption, have driven the price of 
cotton to further thigh levels at about 36 
cents a pound, the highest price since 1920. 
Wheat and corn have also risen. 

With the commodities, however, which 
are connected more closely with industry the 
price tendency ‘has been in the other direc- 
tion. Prices of pig iron and some of the 
other metals were distinctly easier, The 
price index, which is compiled each week 
by Professor Irving Fisher of Yale, has 
reached a new low for the year, 10 per cent 
under the year’s high point of the spring. 
This movement of basic prices continues to 
contradict the evidences of more active busi- 
ness. 


(Continued on page 390) 


287 1 288 
137 0 137 
oe 77 0 77 
22 1 23 
« 51 5 156 
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The main lobby of the Com- 
mercial Trust €& Savings 
Bank, Oakland, Cal., has a 
Linotile floor composed of 8 
by 16-inch white tile with %- 
inch black liners. An appro- 
priate black and white border 
completes this effective design. 


This Floor Sets Off the Whole Interior 


OW admirably the Linotile floor fits into the architectural 
treatment of this room, enhancing the effect of spaciousness and 


dignity and bringing out the beauty of design. 


It is one of the advantages of Linotile floors that they are so 
adaptable to artistic handling. The variety of colors and sizes of 
tile affords a range of design that is almost unlimited. 


But appearance is not all. Linotile floors are comfortable 
floors—easy and resilient underfoot, quiet, non-slippery. They lessen 
noise and confusion, conserve effort and promote efficiency. 


Linotile is a composition of cork with gums and pigments. It 
is furnished in tiles of different sizes and shapes and is cemented 
firmly to the base. A Linotile floor does not bulge or loosen. It is 
nonabsorbent, easily cleaned, needs no refinishing and is remark- 
ably durable. 

Send for a sample tile and a copy of the new 


book—just published—‘“‘Linotile Floors for Pub- 
lic and Semi-Public Buildings.” 


ARMSTRONG CorK & INSULATION Co., 176 Twenty-fourth Street, Pittsburgh, Pa. 


Also Manufacturers of Armstrong's Cork Tile 


LINOTILE FLOORS 


When writing to advertisers please mention the “Journal of the American Bankers Association.” 
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No. 5 of a series of taiks on the 
means of testing an appraisal 


Back of the Appraisal 


Prices are largely relative. Your $8.00 hat was but a $4.00 
hat ten years ago. A plant which cost originally a million 
dollars perhaps could not be reproduced for a million and 


a half today. 


Prices are basic to appraisals. The starting point for any 
evaluation lies in the cost to reconstruct the property ap- 
praised. If you would value a woodshed you must first of 
all know—not guess—the price of lumber at a given time 
and place. 


The knowledge of prices at the disposal of The American 
Appraisal Company is unequalled. It represents the study 
and investigation of a generation—the efforts of special 
research staffs—the gleanings of 20,000 appraisals—the 
fruits of thousands of dollars spent annually that the clients 
of The American Appraisal Company may repose the 


utmost confidence in its valuations. 


The American Appraisal Company 


Milwaukee, Wisconsin 


Atlanta Cincinnati 
Baltimore Cleveland 
Boston Detroit 
Buffalo Indianapolis 
Chicago Los Angeles 


Minneapolis San Francisco 
New Orleans 

To. eattle 

New York Syracuse 
Philadelphia ‘Tylsa 
Pittsburgh Washington 


The Canadian Appraisal Company, Ltd., Montreal, Toronto 


INVESTIGATIONS VALUATIONS REPORTS 
INDUSTRIALS + PUBLIC UTILITIES * NATURAL RESOURCES 
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Farmer Purchasing Power 


HUCHER prices of cotton and grain, 
together with a tendency to lower 
prices of certain other commodities, have 
increased somewhat the purchasing power 
of the farmer. The Department of Agri- 
culture makes a computation that, on the 
basis of prices alone, the purchasing power 
of farm products is today 75 per cent as 
great as it was in 1913. At one time last 
year this index was as low as 64 per 
cent. 

But the farmer is probably in a consider- 
ably better position than this index shows. 
By increased efficiency and reduction in 
the cost of production, he has gradually 
been pulling himself back to a more nearly 


normal situation. The reports from rural 
districts are more cheerful than they have 
been for some time, and substantiating evi- 
dence is found in the sales of mail order 
houses, which were larger in October, this 
year, than in any October since 1919, 


Wholesale and Retail Trade 


_ all sides a continued heavy volume 
of wholesale and retail trade is reported. 
The wholesale concerns reporting to the 
Federal Reserve Banks showed a 12 per 
cent larger trade in October than in October 
a year ago, and the department stores 
showed a 13 per cent gain. These high 
figures were probably in part the result of 
purchases delayed from September, but they 
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nevertheless appear to indicate an active 
holiday business. Sales of clothing have 
been particularly good and all items di- 
rectly connected with construction work, such 
as hardware and housefurnishings. Machine 
tool sales, on the other hand, which reflect 
industrial activity, and particularly new 
plant extensions, are still far below the lev- 
els of 1919-1920. The same is true of luxury 
articles like jewelry and diamonds, although 
there has recently been a considerable gain 
in jewelry sales, The silk market both in 
wholesale and retail appears to be some- 
what dull. The Paterson, N. J., silk mills 
are running at about 50 per cent of capacity. 


Freight Traffic 


Fo more than twenty weeks this year 
freight car loadings have been in excess 
of 1,000,000 cars a week, and during sev- 
eral weeks of this fall they have exceeded 
all previous records. The largest element 
in these loadings is the heavy shipment of 
merchandise and miscellaneous goods in less 
than carload lots, reflecting directly the 
movement of goods for consumption. 

The railways have been able to handle 
all this traffic without congestion, due in 
part to the fact that larger amounts of 
new equipment ‘have been delivered to the 
roads this year than for several years past, 
and partly also to the fact that the state 
of repair of cars and locomotives is ex- 
cellent. 


Extra Dividends 


| protege by the declaration of an 
extra dividend of 25 cents a share de- 
clared by the United States Steel Corpora- 
tion, a large number of industrial concerns 
have declared extra dividends. Available 
figures for the profits of industrial concerns 
for the third quarter of 1923 indicate that 
profits were less good than in the second 
quarter of the year, but ahead of the first 
quarter. The earnings of all three quar- 
ters were under the high points of 1920, but 
compare favorably with other periods in 
the recent past. 

The bulletin of the Cleveland Trust Com- 
pany points out an interesting relationship 
between large dividends and stock prices 
by showing that for the past twenty years 
the ‘highest dividend payments of industrial 
stocks have tended to coincide with low 
stock prices. The dividends are paid fol- 
lowing periods of great industrial activ- 
ity, but after stock prices have declined 
considerably. The bulletin also points out 
that the lowest points in stock prices have 
usually been reached some months after the 
periods of heaviest dividends. 


Higher Stock Prices 


OSSIBLY under the influence of these 

extra dividend payments, and _ possibly 
affected by more fundamental money con- 
ditions, the stock market moved rapidly up- 
ward in November in the most active trad- 
ing of recent months, Stock market aver- 
ages were four or five points above their 
low level, although still ten or fifteen points 
below the high levels of March. The ad- 
vance was so pronounced and vigorous that 
many of the Wall Street houses have begun 
talking in their circulars about the present 
“bull market.” 


I 
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Money Conditions 


O* greater significance for the country’s 
business is the favorable situation of 
the money markets. Toward the latter part 
of practically every period of prosperity in 
the past, money rates in the open market 
have risen to 6 per cent, or in many cases 
7 and 8 per cent. The highest rate, how- 
ever, for prime commercial paper in the 
open market during the prosperity of this 
year has been 5% per cent, and in the past 
few weeks the money situation has become 
easier and the prevailing rate is now 5 per 
cent, with some particularly choice paper 
selling at 4%4 per cent in the interior. 

A 5 per cent rate is, of course, not ex- 
ceptionally low on the average, but it is 
low for the conclusion of such tremendous 
business activity as we have been through 
in the early months of this year; and the 
reason for the low rate may be found large- 
ly in the flow of gold from foreign coun- 
tries. Since a year ago there have been 
net imports of gold to this country amount- 
ing to $261,000,000, and the flow continued 
through October, with net imports during 
that month amounting to about $28,000,- 
000. This gold has been available as a 
basis for the extension of credit, and as a 
consequence all of the business activity of 
the past year has been financed without any 
increase in the total amount of credit ex- 
tended by the Federal Reserve Banks. The 
earning assets of these banks are now, in 
fact, nearly $50,000,000 lower than they 
were a year ago. There has been, it is 
true, a change in the make-up of these 
earning assets. Direct borrowings by mem- 
ber banks in the form of discounts and 
advances have increased about $200,000,- 
000, but this has been offset by a more 
than equivalent decrease in the amount of 
United States securities held by the banks; 
so that in the past year in the aggregate 
no additional funds have been drawn from 
the reserve reservoir. The expansion of 
member bank loans and investments, amount- 
ing to something in the neighborhood of 15 
per cent, has been based upon new gold 
from abroad. 

While it is probably true that member 
banks will wish to reduce their borrowings 
from the reserve banks as the demands 
upon them from business become somewhat 
lighter than last spring, it is still true that 
the credit situation is in a solid position. 
There is no danger of a credit stringency. 
Whatever danger there is is quite in the 
opposite direction, particularly if the in- 
ward flow of gold continues. 


The Gold Flow 


T was freely predicted by many some 

time ago that the flow of gold to this 
country would cease and the movement 
would be in the opposite direction, but that 
has not occurred and there is no visible 
evidence of its occurring in the immediate 
future. The fact appears to be that most 
of the European countries are still unable 
to export larger amounts of goods than 
they need to import. About the only pres- 
ent available means of turning the tide of 
gold away from this country and toward 
others countries appears to be through loans 
which citizens of this country may make 
abroad. Professor John Williams of Har- 
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Departments: 


RealEstate Public Relations 


Out-of-town banks, trust companies and individuals will like the prompt- 
ness and precision of “Mercantile Service.”’ 
affairs and a thorough understanding of local conditions qualify us to handle 
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(Capital Surplus 
Ten Million Dollais 


-TO ST. CHARLES 


SAINT LOUIS 


vard University has computed that, because 
of foreign loans sold in this market, the 
United States had a trade balance on the 
debit side last year amounting to about $500,- 
000,000, and if this were to continue for 
many years an outward gold flow might 
be anticipated. 

In the meantime, this country is, the cus- 
todian of between 40 and 50 per cent of 
the world’s gold, and the wise use of this 
gold is in the hands of the banks. 


John Schoenewolf has been unanimously 
elected president of the National Bank of 
Baltimore, Baltimore, Md., to succeed the 
late T. Rowland Thomas. Mr. Schoenewolf 
has been a director of the bank since 1906 
and a vice-president since 1919. 


Chicago Convention 
September 29—October 2 


HE 1924 Convention of the American 

Bankers Association will be held in 
Chicago, Sept. 29-Oct. 2, inclusive. The 
headquarters will be in the Congress Hotel, 
and the general sessions will be held at the 
Auditorium Theater, which is across the 
street and which connects with the hotel 
by a subway. 

The group meetings will be held in the 
Gold Room of the Congress Hotel, which 
room is amply spacious. 

The last convention which the Associa- 
tion held in Chicago was in 1918, at whicn 
time the sessions were held in the Audito- 
rium Theater also. 
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One Cause of Economic Cycles 


BY LISLE BELL 


Scientific Theor ‘y Advanced to Explain the Recurrence of 
Periods of Prosperity and Depression. Columbia Professor Be- 
lieves That Planet Venus Has a Positive Influence on Our 
Rainfall, and Consequently Is a Factor in Crops and Prices 


HE farmer who “thanks his lucky 
stars” for a good rain will have to 
exclude Venus from his expressions 
of gratitude hereafter, if he accepts 
the theory embodied by Prof. Henry Ludwell 
Moore of Columbia University in a new 
work entitled “Generating Economic Cy- 
cles.” Venus, it appears, is not in harmony 
with our basic industry, and Professor Moore 
brings forward an array of meteorological 
and astronomical evidence to indicate that 
she actively interferes once in a while. 

The question of what causes business de- 
pression is so intricate and so complicated 
that it has long been thrown open to the 
economic theorist as well as the practical 
man of affairs. The man in the seat of the 
tractor and the man in the chair of political 
economy may regard it from different an- 
gles, but they are not likely to disagree as 
to its importance, since it affects the cost 
of the bread which the professor buys as 
well as the price of the wheat which the 
farmer sells. Every time the engine of 
modern industry slips off the rails of pros- 
perity and starts bumping the ties of de- 
pression, they both feel the jolt. 

Professor Moore’s book is an interesting 
contribution to the subject. The author, 
who is a professor of political economy in 
Columbia University, presents the fruits 
of a highly technical study of the ebb and 
flow of prosperity as it has been reflected 
in agriculture and industry covering a long 
span of years. The material which he has 
assembled is made the basis of an unusual 
theory drawn largely from the findings of 
astronomical science. 


A Discard in the Beginning 


HE author begins by assuming that the 

old attitude which regarded every period 
of business depression as a detached phe- 
nomenon, caused by a certain isolated, non- 
recurring event, has gone definitely into the 
discard. 

“A telling advance was made in the theory 
of economic dynamics,” he writes, “when 
crises were proved to be phases of economic 
cycles. The spectacular features of crises— 
panics, bankruptcies, collapse of prices, un- 
employment of labor, and subsequent gen- 
eral depression of business—had for some 
time attracted attention and elicited innu- 
merable theories as to their cause. 

A war, a failure of some conspicuous estab- 
lishment, an election, or a bad harvest were 
among the supposed causes. With the de- 
velopment of the theory of cycles, the well- 
marked stages of prosperity, crisis, decline 
and depression were described and shown 


to be parts of a general rhythm of indus- 
try.” 

With the coming of this “more ample 
view of the vicissitudes of business,” the 
author points out, there arose a desire to 
trace the rhythm to a single source, since 
that would lay the foundation for long- 
range forecasting and tend to place industry 
upon less erratic footing. 

But such an undertaking proved to have 
practically insurmountable difficulties. The 
search for a single, persistent cause met 
with too many contradictions; there were 
too many elements which would not fit into 
the pattern. The general rhythm of busi- 
ness could not be measured by the met- 
ronome of the single-track theorist. 

Professor Moore’s point of attack is en- 
tirely different, however. He goes back to 
the basic industry—agriculture—and estab- 
lishes a point of departure for his thesis 
which will hold water, ie., rainfall. In 
his search for a clue to the economic maze, 
he turns his attention to the rhythmic 
changes in the weather, which, “consider- 
ing the dependence of agriculture upon 
the weather, suggest an originating source 
of economic regularities and may not wisely 
be ignored in the theory of economic cycles.” 


The Primary Angle 


B’ careful tabulation and comparison, Pro- 
fessor Moore discovered that the annual 
rainfall in the United States, considered as 
a unit, “fluctuated in clearly defined eight- 
year cycles during the forty years for which 
we have data, from 1881 to 1921”; also that 
the rainfall in the Ohio Valley—for which 
there are records available during the 
seventy-two years from 1839 to 1910— 
likewise fluctuated in eight-year cycles, cor- 
responding with those of the nation as a 
whole. 

Here, therefore, is the primary angle in 
the subsequent speculations into which the 
author delves. 

“These meteorological facts raise impor- 
tant questions,” he affirms. “If the regulari- 
ties that have been observed are not acci- 
dental”—and Professor Moore presents evi- 
dence to show that they are not—“they are 
probably of cosmical origin, and one of the 
leading questions they suggest relates to the 
astronomic and physical agents by means 
of which they may be produced. . . . While 
solar physics may be looked to for an ex- 
planation of the weather regularities, the 
regularities themselves are the starting point 
of the economist’s inquiry into cyclical eco- 
nomic changes. He wishes to know whether 
the observed cyclical recurrence of rainfall 
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with its large amplitude may not originate 
agricultural cycles which, in turn, generate 
the cycles of production and the cycles of 
prices with which the economist is more 
immediately concerned.” 

Centering his attention upon this next logi- 
cal step in his examination, the writer brings 
forward his findings in respect to the vary- 
ing yield of crops, which, having its origin 
in non-economic causes, will naturally reflect 
meteorological influences. By the same 
token, the yield of crops being subject to 
periodic influences of the weather, it will 
itself be periodic and “will generate periodic 
sequences in the whole of the dependent eco- 
mic changes.” 


Combined Yield of Six Crops 
Periodic 


N value, Professor Moore reports that 

our crops ranked, in 1919, in the follow- 
ing order: Corn, wheat, cotton, hay, oats, 
potatoes. These six crops contributed, in 
that year, 70.8 per cent of the total value 
of the multitudinous crops produced by 
American farmers. 

Taking these six crops, the author shows 
that their combined yield is periodic and 
that the prices of commodities produced from 
farm materials tend to show the same 
well-defined rhythm. His computations in 
this direction lend force to his thesis, for 
the figures fall into eight-year cycles, cor- 
responding with those already obtained of 
rainfall. 

In like manner, the cycles in the products 
of the mines—coal and iron—are found to 
be in accord with the eight-year cycle, and 
when these cycles are graphed and com- 
pared with the cycles in the yield of crops, 
the coal and iron curve is discovered to lag 
about three-tenths of a year behind the curve 
of the crop yield. 

The inquiry is then carried a stage fur- 
ther, and an analysis is made of the his- 
tory of prices in Great Britain for a century 
and the results considered in relation to 
their bearing upon the economic theory of 
cycles. For this data the author employs 
the Sauerbeck index numbers of general 
wholesale prices for the interval between the 
Napoleonic Wars and the Great War. “This 
record from 1818 to 1913,” says Professor 
Moore, “which is a summary description of 
economic history during a century of un- 
paralleled development between two world- 
wide catastrophes, supplies unique mate- 
rial for an inductive quest of economic regu- 
larities.” 

This phase of his investigation carries 

(Continued on page 394) 
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HIS man has just quit his job 

in your client’s plant. You 
may never have heard of him. 
Even to the time-clerk he may be 
but a number on the payroll. 


YET—the moment he put on 


his coat and hat, production in this 


plant fell off. A week—perhaps 
a month—may pass before a new 
employee takes his place. Per- 
haps your client never will find a 
man his equal in efficiency. Cer- 
tainly, the money spent in train- 
ing him is a definite, irretrievable 
loss. 


Perhaps he was lured away by 
the prospect of a few more cents an 
hour. Maybe he quit in the heat 
of argument over some trivial 
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the Employee is 
Asset in Industry.” 


affair. Ten chances to one, some 
removable misunderstanding is at 
the bottom of the matter. What- 
ever the reason, your client loses 
—and scores, perhaps hundreds 
of similar, preventable losses will 
be incurred within the year. Both 
employer and employee will suffer 
heavily. 

We can engage both to lessen 
labor turnover and to correct 
other faults that are making the 
payroll dollar worth but seventy- 
five cents in productive return. 


You will be interested in our 
booklet, “Stopping Payroll 
Losses,” which is sent executives 
gratis, on request. Please address 
Dept. G-7, 
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A Modern Hotel is 
Yours If You'll Try 


The city or town that struggles along without 
adequate modern Hotel facilities, is like the hound- 
dog that sat in a puddle and barked for a drink! 


The Hotel would be theirs if they’d only TRY! 
Henderson, Ky, tried! And the Hotel shown above 
is theirs! 

They needed $200,000 but under Hockenbury 


counsel and direction in one week, they secured 
$285,500. 


If your town needs a new Hotel, ask us to place 
your name on our list to receive each month a 
copy of THE HOTEL FINANCIALIST, a journal 
devoted to:Community Hotel Financing. 


It’s sent gratis to members of THE A. B. A. 


hellocKenbury System Incorporated 
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Wanted Salesmen With Banking Experience 


We have a few openings on our sales force 
that mean real opportunity. Our line em- 
bodies various advertising specialties in 
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salesmen earning from 250.00 to 600.00 
per month. For particulars, address sales 
manager. 


THE BRODERICK COMPANY, ST. PAUL, MINNESOTA 
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the author deep into mathematics, from 
which he emerges with two significant facts: 

(1) The yield per acre of representative 
crops in the United Kingdom since 1884—~ 
when the figures of the yield per acre of 
the crops began to be collected officially— 
passed through eight-year cycles which 
were synchronous with the cycles of eight 
years in the yield of the American crops; 

(2) The yield per acre of representative 
crops in France was closely correlated with 
the yield in the United Kingdom and passed 
through eight-year cycles which were syn- 
chronous with the crop cycles in the United 
Kingdom and in the United States. 

This generating cycle, Professor Moore 
finds, induced derived cycles of prices, which 
are reflected and verified in the century of 
Sauerbeck index numbers of general whole- 
sale prices. 


Eight-Year Cycle of Prices? 


66 ITH the existence of an interna- 

tional cycle in the yield of the crops 
firmly established,” continues the writer, “an 
obvious corollary suggested that according 
to the law of demand—in consequence of 
which the price tends to fall with an in- 
crease in the supply of a commodity—there 
should be a derived eight-year cycle in the 
prices of farm products. . 

“The theory of the generating cycle also 
requires that the movement of general prices 
should follow the rhythmic changes in the 
yield of agricultural products. As nearly 
all foods are derived either directly or in- 
directly from the farms, and as 80 per cent 
of the raw materials of manufactures— 
according to the United States census of 
1900—are organiz raw materials produced 
on the farms, the movement of general prices 
should reflect the rhythm in the yield of 
the crops.” 

These points are taken up one by one 
and are amplified by an array of Statistics 
which the author presents. In fact, he 
brings the various related threads of his 
theory into a single strand of considerable 
toughness. Not only is it indicated that 
crops and prices move in a_ well-defined 
circle, in which their ebb and flow is har- 
monious, but the dependence of this move- 
ment upon rainfall is worked out in detail. 

And having fastened his economic cycle 
upon rainfall, Professor Moore is quite ready 
and equipped to carry the reader into the in- 
terplanetary medium in search of an ex- 
planation. 

Where, he asks, is there a cosmical cycle 
of approximately eight years in length, the 
effects of which upon the earth might ac- 
count for this observed variation in rain- 
fall? 

And the answer is: Venus. 

For the maximum visibility of this planet, 
he says, is produced by its greatest phase, 
its greatest elongation from the sun, and 
that maximum tends to occur at intervals 
of eight years. 

Before passing to a detailed consideration 
of the Venus cycle, Professor Moore pauses 
to consider a prejudice which will arise in 
astronomical minds, 

“In suggesting that the variability in the 
brilliance of Venus may have some possible 
relation to terrestial affairs,” he says, “one 
is reminded at once of the disdainful atti- 
tude of Laplace . . . toward the prognos- 
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ticators who encouraged the belief that par- 
ticular, isolated events were predictable from 
the aspect of Venus... . 

“Many physicists and astronomers of un- 
questioned sanity and proven ability have 
attempted to discover the effect of Venus 
upon the position and frequency of sun- 
spots. If that is not a visionary inquiry 
when Venus is nearly three times further 
from the Sun than it is from the Earth, the 
consideration of the possible effects of that 
planet upon the weather of the earth should 
not be regarded as a preposterous under- 
taking.” 

Professor Moore points out that the rela- 
tive distances of the earth and Venus from 
the sun are as 1000 to 723; that the orbits 
of both planets are nearly circular; and that 
in size Venus of all the planets most nearly 
approaches the earth, its diameter being 
7630 miles as compared with the 7918 miles 
of the earth. 

Venus travels around the sun in 225 
days and, therefore, keeps gaining on 
the slower-circling earth, overtaking it just 
as the minute-hand of a clock, after being 
in conjunction with the hour hand, passes 
on toward its next conjunction. The inter- 
val between successive conjunctions is about 
a year and three-fifths, but once in every 
five of these—or once, that is, in eight 
years—the earth, Venus and the sun, in this 
sequence make their nearest approach to 
being in a straight line. It is this eight- 
yearly conjunction in the neighborhood of 
the transit regions which is synchronous 
with the eight-yearly terrestial phenomena 
with which Professor Moore’s book is con- 
cerned. 

A recent discovery relating to the period 
of rotation of Venus upon its axis is con- 
sidered of primary importance by Professor 
Moore in sustaining his theory. Venus, 
instead of the pleasant 24-hour spin which 
gives the earth its day and night, keeps the 
same face turned to the sun continuously ; 
it rotates upon its axis in the same time 
that it revolves around the sun, turning 
always the same side to the source of light 
and heat. 

The consequence of the long rotation pe- 
riod, says Professor Moore, is that “the 
planet is in a constant state of violent me- 
teorological commotion on a vast scale; and 
this planet, which is about the same size 
as the earth, thrusts itself at intervals of 
eight years almost exactly in the direct path 
of radiation from the sun to the earth. Is 
it not probable that the storm-racked 
planet creates a disturbance in the inter- 
planetary medium which affects the sun’s 
radiation on its way to the earth?” 

Thus the author of “Generating Economic 
Cycles” states the speculation which is really 
the crux of his theory. The remainder of 
the book is taken up with a consideration 
of recent researches in the field of science 
and astronomy which have a bearing upon 
his thesis, but which are perhaps too re- 
mote in their relation to economic cycles to 
require consideration here. 

Professor Moore holds that this interfer- 
ence of Venus in terrestial affairs is accom- 
plished “either directly through magnetic 
or electrostatic influence upon the earth, or 
indirectly through magnetic or electrostatic 
influence upon solar radiation on its way to 
the earth.” 

There is no intention on the author’s part 
to claim an undue dominance for his theory. 
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FRUIT 


MICHIGAN is an important fruit State. This year she has 
grown approximately 12,133,000 bushels of apples --- 
1,125,000 bushels of peaches---and around 5,600 cars of grapes. 


This fruit is marketed throughout the entire central and 
northeastern districts of the United States. 


The fruit crop is but another of many business reasons why 
your bank should have the best connection obtainable through 
which it may serve your customers efficiently throughout the 


Great Lakes Region. 


FIRST NATIONAL BANK, 


DETROIT 


MICHIGAN 


The First Nationa! Bank, the Central Savings Bank and the 
First National Company of Detroit, are under one ownership. 
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includes careful analyses of the operations and 
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preparation of plans for financing and the nego- 
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equipped to promptly accomplish the underwriting. 


Our service is rendered for a reasonable charge, 
previously agreed upon, and to be paid only in 
the event of the consummation of the sale. 
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Let YALE 


Protect 


Your Bank 


HE bank with Yale 

Time Locks, Combi- 
nation Locks and Safe 
Deposit Locks enjoys the 
highest degree of lock 
security. 


Yale Bank Locks for 
more than fifty years have 


set the standard of bank 
protection. Yale Bank 
Locks today guard the 
securities and cash re- 
serves of more than three- 
quarters of the country’s 
financial institutions. 


Ask for: 


Yale Triple Time Locks 


Yale Side Shaft 
Combination Locks 


Yale Safe Deposit Locks 


Stamford, Conn., U.S. A. 


The Yale & Towne Mfg. Co. 


Federal Legislative Committee and Council 


RESIDENT WALTER W. HEAD has 

announced the appointment of the Com- 
mittee on Federal Legislation and the Fed- 
eral Legislative Council as follows: 


Committee on Federal Legislation 


Oliver C. Fuller, president First Wiscon- 


sin National Bank, Milwaukee, Wis., chair- 


man. 

Joseph S. Calhoun, president First 
National Bank, Cartersville, Ga. 

Ford E. Hovey, president Stock Yards 
National bank, Omaha, Neb. 

J. B. McCargar, vice-president Crocker 
National Bank, San Francisco, Cal. 

Max B. Nahm, vice-president Citizens 
National Bank, Bowling Green, Ky. 

F. J. Scheidenhelm, president State Bank 
& Trust Co., Evanston, II. 


Ex-Officio Members 


Henry M. Campbell, chairman of board, 
Union Trust So., Detroit, Mich. 

Alvin P. Howard, vice-president Hibernia 
Bank & Trust Co., New Orleans, La. 

C. S. McCain, vice-president Bankers 
Trust Co., Little Rock, Ark. 

Waldo Newcomer, president National Ex- 
change Bank, Baltimore, Md. 


Federal Legislative Council 


Oliver C. Fuller, president First Wiscon- 
sin National Bank, Milwaukee, Wis., chair- 
man. 

State Chairmen of Federal Legislative 
Council are as follows: 

Alabama—Oscar Wells, president First 
National Bank, Birmingham. 

Arizona—Gordon H. Sawyer, vice-presi- 
dent Southern Arizona Bank & Trust Co., 
Tucson. 

Arkansas—Virgil C. Pettie, vice-president 
England National Bank, Little Rock. 

California—J. B. McCargar, vice-president 
Crocker National Bank, Denver. 

Colorado—Frank J. Denison, vice-presi- 
dent Hamilton National Bank, Denver. 

Connecticut—Chas. FE. Hoyt, secretary- 
treasurer South Norwalk Trust Co., South 
Norwalk. 

Delaware—Geo. H. Hall, president Mil- 
ford Trust Co., Milford. 

District of Columbia—Joshua Evans, Jr., 
vice-president Riggs National Bank, Wash- 
ington. 

Florida—Chas. A. Faircloth, president 
National City Bank, Tampa. 

Georgia—Jos. S. Calhoun, president First 
National Bank, Cartersville. 

Idaho—F. F. Johnson, president Boise 
City National Bank, Boise. 

Illinois—F. J. Scheidenhelm, president 
State Bank & Trust Co., Evanston. 

Indiana—Chas. L. Zigler, vice-president 
First National Bank, South Bend. 

Iowa—J. H. McCord, president Citizens 
National Bank, Spencer. 

Kansas—Thos. B. Kennedy, president 
First National Bank, Junction City. 

Kentucky—J. C. Utterback, president City 
National Bank, Paducah. 


Louisiana—Ben Johnson, president Com- 
mercial National Bank, Shreveport. 

Maine—Chas. H. Hichborn, president 
First National Granite Bank, Augusta. 


Maryland—Heyward E. Boyce, president 
Drovers & Mechanics National Bank, Balti- 
more. 


Massachusetts—Warren M. King, presi- 
dent Northampton National Bank, North- 
ampton. 


Michigan—Chas. H. Bender, vice-presi- 
dent Grand Rapids National Bank, Grand 
Rapids. 

Minnesota—E. L. Thornton, president 
Central Metropolitan Bank, St. Paul. 

Mississippi—A. L. Jagoe, vice-president 
First National Bank, Gulfport. 

Missouri—J, E. Garm, vice-president Jop- 
in National Bank, Joplin. 

Montana — Sam _ Stephenson, president 
First National Bank, Great Falls. 

Nebraska—Geo. H, Gutru, president New- 
man Grove State Bank, Newman Grove. 

Nevada—Fred Stadtmuller, assistant cash- 
ier Washoe County Bank, Reno. 

New Hampshire—Harry L. Alexander, 
cashier Mechanicks National Bank, Concord. 

New Jersey—Chas. H. Laird, Jr., vice- 
president West Jersey Trust Co., Camden. 

New Mexico—D. T. Hoskins, chairman 
of board, First National Bank, Las Vegas. 

New York—S. G. H. Turner, president 
Second National Bank, Elmira. 

North Carolina—W. A. Hunt, vice-presi- 
dent and cashier Citizens Bank Trust Co., 
Henderson. 

North Dakota—W. F. Hanks, cashier 
State Bank of Powers Lake, Powers Lake. 

Ohio—F. S. Stever, cashier Merchants 
National Bank, Defiance. 

Oklahoma—A. L. Churchill, vice-president 
First National Bank, Vinita. 

Oregon—C. C. Colt, vice-president First 
National Bank, Portland. 

Pennsylvania—E. P. Passmore, president 
Bank of North America & Trust Co., Phila- 
delphia. 

Rhode Island—Florrimon W. Howe, vice- 
president Industrial Trust Co., Providence. 

South Carolina—H. W. Fraser, president 
Peoples Bank, Georgetown. 

South Dakota—M. Plin Beebe, president 
Bank of Ipswich, Ipswich. 

Tennessee—Chas. A. Lyerly, president 
First National Bank, Chattanooga. 

Texas—J. W. Hoopes, vice-president Cen- 
tral State Bank, Dallas. 

Utah—Chas. H. Barton, president Na- 
tional Bank of Commerce, Ogden. 

Vermont—Levi H. Bixby, cashier Mont- 
pelier National Bank, Montpelier. 

Virginia—W. Meade Addison, president 
Planters National Bank, Richmond. 

Washington—D. H. Moss, vice-president 
First National Bank, Seattle. 

West Virginia—O. Jay Fleming, vice- 
president and cashier First National Bank, 
Grafton. 

Wisconsin—Oliver C. Fuller, president 
First Wisconsin National Bank, Milwaukee. 

Wyoming—Sumner Miller, cashier Pine 
Bluffs State Bank, Pine Bluffs. 
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banking system is growing in only three 
states, Texas, Oklahoma and Massachusetts, 
and in these three only because the state 
law in each has some particular demerit 
in it. 


Reserve Balances 


F any one topic might have been said to 

have predominated above all others in 
the discussions it was that of interest on re- 
serve balances. To be sure not every one 
favored such payments, but many of those 
who did not felt that some further distri- 
bution of profits should be made to compen- 
sate them for maintaining non-interest bear- 
ing funds. One banker expressed the opin- 
ion that ‘this reserve balance was his “bank’s 
insurance against failure’ and that he was 
willing that the “premium” be loss of inter- 
est on that fund. 

“The Federal Reserve,” said another, “has 
marshalled reserves as never before in the 
history of the country. Not that we have 
more money as reserve, for we have less, 
but it is available anywhere on a moment’s 
notice. Before the advent of the Federal 
Reserve we were forced by statute to main- 
tain larger and more immobile reserves. 
The loss of interest is more than offset by 
the lowering of the percentage requirement.” 

It was pointed out that if the reserve 
banks had paid 2 per cent. on reserve de- 
posits in 1922 their earning assets would 
have had to average $1,800,000,000 instead 
of the actual figure of $1,187,000,000. The 
necessity of keeping more than $600,000,000 
additional constantly invested would have 
brought them into direct competition with 
member banks and likewise encouraged in- 
flation, besides reducing the liquidity of the 
funds. 

Representative McFadden, chairman of 
the committee, has added that “while it was 
generally accepted that the reserve banks 
should engage in open market operations, 
there were some who questioned this as a 
proper adjunct to the system. Many banks,” 
he said, “feel that this competition, even as 
it exists today should be removed and the 
field left clear to them.” 

Few constructive plans were forthcoming, 
however, as a remedy for this loss of in- 
terest, if, indeed one were thought necessary. 
One suggestion was that a member bank 
be allowed to count cash in vaults as a 
part of its reserve regardless of the class of 
currency. The president of a state bankers’ 
association testified that, in- fairness to 
country banks, items in transit should also 
be counted. 

Mr. McFadden has stated that “while it 
was generally assumed that the country 
banker gained a distinct advantage when the 
Federal Reserve System lowered the re- 
serves required from country banks to 7 
and 3 per cent., as compared with 15 per 
cent. as formerly provided by law, the com- 
mittee had been told repeatedly during the 
tour that this apparent advantage of having 
more money free for the purpose of loans 
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Ay 


In a few seconds the alert brain tells 
that sixty-three cents consists of a 
“half,” a dime and three pennies. It 
takes the hand much longer to sort out 
a “half,” a dime and three pennies and 
count it out to the customer. Then, too, 
the brain “slows up” after a few hours 
of tedious work. 


Is Your Service Handicapped 
by Old Methods ? 


The old head and hand method of mak- 
ing change is an obstacle in the path 
of progress — keeps valuable customers 
waiting impatiently in line, wasting 
your profits as well as the customers’, 
because time is money. 


As quickly as one finger can press a 
key, the Brandt Automatic Cashier pays 
the required coins—no computing or 
selecting of coins necessary; no waiting, 
no errors. It is just the kind of service 
that the bank patron of today expects. 


Over 26,000 Brandts are now in use— 
you find them in progressive banks large 
a from the Atlantic to the 

acific. 


An Interesting Booklet 


We have prepared a booklet spe- 
cially for bankers—“Five Questions 
Every Banker Should Answer.” 
Will you ask your secretary to mail 
the coupon today and let us send 
you a copy with our compliments? 


New Improved 


BRANDT MANUFACTURING CO. 
Executive Offices and Factory, 
102 W. Main St., Watertown, Wis. 
Send me copy of Book: “Five Questions Bvery Banker 
Should Answer.” 
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BANK PUBLICATIONS 


BANKERS DIRECTORY 
BANKERS MONTHLY 
BANKERS ROSTER 
BANKERS BULLETIN 


BANKERS EQUIPMENT- 
SERVICE GUIDE 


BANKING ETHICS 
KEY TO TRANSIT INDEX 


Information on request. 


RAND MCNALLY & COMPANY 
Dept. Z-27 
536 S. Clark Street, Chicago 


Warnings 


Read the Protective Sec- 
tion of the Journal for Warn- 


ings Which May Prevent 


Losses to Banks. 


Caldwell & Co. 


INVESTMENT BANKERS 


1201 Union Street 
Nashville Tennessee 


Chicago New York Chattanooga 
St. Louis Cincinnati New Orleans 
Detroit Knoxville Birmingham 


Southern Municipals 
Bought — Sold — Quoted 


Liberal concessions to banks 


Orders executed on 
New York and Chicago 
Stock Exchanges 
Private wires to New York and Chicago 


A leading authority on all ferms 
of investments throughout the Seuth 


Branch Banking in 


Latin America 
(Continued from page 367) 


American field, as their scope of business 
was much larger than that of the American 
institutions, which were primarily engaged 
in operations of commercial character. 


Where Foreign Capital Has 
Aided in Development 


ib en financial assistance rendered by the 
European and the American banking in- 
stitutions to the countries where they were 
represented was, therefore, of different char- 
acter. The rapid development of railroads 
in Latin America has been most decidedly 
due to the investment of English capital, and 
the development of other vital industries, 
such as the Chilean nitrate industry, has been 
due in the greatest extent to English capital 
assisted by the British banks established in 
the field. The assistance rendered by the 
English and German banks established in 
Latin America to the agricultural industries 
in different countries has been instrumental 
in bringing about a rapid development in 
several branches of agriculture, such as the 
coffee industry in Brazil, and the corn and 
wheat planting in Argentina. 

Since the establishment and operation of 
the European banks in Latin America has 
resulted in a wide diversification of capital 
investments and in bringing about a con- 
sistent trade and business intercourse be- 
tween Europe and the Southern countries, it 
follows that these banks have sought to 
establish close connections with the Gov- 
ernments of the different countries. This 
thas been done in order to place themselves in 
a position where cooperation on the part of 
the Government for the development of their 
affairs could be more easily obtainable. Thus, 
a considerable amount of federal and muni- 
cipal financing in Latin America is conducted 
through the European banks established in 
the field. The American banking institution 
established in Uruguay also has recently par- 
ticipated in official financing. Financing of 
public utilities, mortgages and other long 
term operations has been practiced by Amer- 
ican banks only in exceptional cases. In 
other words, the principal role which the 
branches of American banks in Latin Amer- 
ica have taken has been one of promoting 
domestic and international trade intercourse 
while, contrary to the policies of European 
banks, the American institutions have not 
been interested in acquiring close connections 
with the Governments in the respective coun- 
tries where they have been in operation and 
have not been instrumental in the undertak- 
ing of federal or municipal financing. 


Extension of American Banking 
Development 


flew following table shows the maximum 
number of branches opened by American 
banks in the different countries of Latin 
America, before the period of retrenchment 
or abandonment of the field inaugurated dur- 
ing the post-war liquidation period in 1920: 


December, 1923 
Number Number of 
Name of the Bank of Agencies or 


Branches Sub-Branches 
Argentina 
First Nat’l Bank of Boston 1 


American Foreign Banking 
1 
Brazil 
National City Bank of New 
5 1 
American Foreign Banking 
Corporation 1 
Chile 
National City Bank of New 
Colombia 
National City Bank of New 
American Foreign Banking 
Camperation 1 
Venezuela 
National City Bank of New 
Peru 
National City Bank of New 
1 
Panama 
American Foreign Banking 
Corporation 2 
International Banking Cor- 
Honduras 
American Foreign Banking 
1 
Uruguay 
National City Bank of New 
Mexico 
American Foreign Banking 
Corporation ............. 1 
Cuba 
National City Bank of New 
25 
American Foreign Banking 
Corporation ............. 1 
Dominican Republic 
American Foreign Banking 
Corporation 7 
International Banking Cor- 
POTAtION 8 
Haiti 
American Foreign Banking 
Corporation ............ 1 
Porto Rico 
National City Bank of New 
2 
Trinidad 
National City Bank of New 
1 


The following table shows the affiliated 
banks in Latin America of the Mercantile 
Bank of the Americas, Inc., with the maxi- 
mum number of branches in operation: 


Argentina 
Banco Mercantil y Agricola de Buenos Aires 1 
Brazil 
American Mercantile Bank of Brazil....... - 2 
Colombia 
Banco Mercantil Americano de Colombia... 11 
Costa Rica 
Banco Mercantil de Costa Rica............ 1 
uba 
Banco Mercantil Americano de Cuba...... 2 
Nicaragua 
National Bank of Nicaragua............... 4 
eru 
Banco Mercantil Americano del Peri...... 6 
Venezuela 
Banco Mercantil Americano de Caracas.... 5 


It will be noted from the table that the 
largest number of branches was opened in 
the island of Cuba. This was in answer to 
the demand for financial assistance on a 
large scale to develop the sugar industry as 
a result of the war demands for that 
product. The same reasoning applies to the 
American banking expansion in the neigh- 
boring island of Santo Domingo. The coffee 
industry of Brazil, Colombia, Venezuela, 
and Central American countries was greatly 
assisted by the establishment of American 
banking institutions, while the branches 
opened in Argentina were instrumental in 
financing the voluminous international trade 
intercourse of Argentina during the war. 


| MSNALLY | 
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The Crisis of 1920 


HE rapid expansion of activities in 

Latin America on the part of the Amer- 
ican banks was suddenly checked at the be- 
ginning of 1920, when the period of post-war 
mercantile liquidation and economic read- 
justment was inaugurated. The first zone 
that became affected was that of Cuba by 
reason of the sudden fall in the price of 
sugar. The rediscount facilities which the 
American banks established in Cuba en- 
joyed at home proved to be most beneficial 
in saving those banks from the general 
banking crisis which affected the island at 
the time. But the American banks did not 
escape unharmed from the general pre- 
carious situation. Advances had been made 
against future crops upon an estimated pro- 
duction basis as well as against plantations, 
lands and centrals, and since all credit opera- 
tion had as a basis a temporary and fictitious 
price for sugar, the liquidation period proved 
to be severe. 

American banking development was like- 
wise arrested in other countries of Latin 
America. The principal cause for this sit- 
uation in continental Latin America was 
the sudden halt in the demand by the bellig- 
erent nations for raw materials, such as 
Latin America was able to produce. The 
critical situation of 1920, aggravated by a 
sudden fall in all Latin American exchanges 
and the shrinkage of the purchasing power 
of the different peoples, resulted in whole- 
sale cancellation of orders and refusal by 
importers in Latin America to accept goods 
already shipped. 


(To be concluded in the January issue) 


West Speaks 


(Continued from page 397) 


the float, whereas this was formerly taken 
care of by the reserve city banks.” 

While members of the committee have in- 
dicated that they have come to no definite 
conclusions as to what reserves should be, 
they believe that a study should be made 
to ascertain whether the same or substan- 
tially the same total reserves might be mobi- 
lized under a changed system, which would 
be more favorable to the small banks. 

Taken as a. whole the inquiry seems to 
have been highly worthwhile. Sentiment 
has been sounded out, sectional problems 
studied at first hand, and some administra- 
tive effects brought out. It is probable, as 
is charged, that much haranging has been 
done and some time lost, but the committee 
is now in a position to make intelligent 
recommendations to Congress. For the mo- 
ment at least the West looks to this com- 
mittee to maintain the country’s banking 
system on a sound and stable plane. 


The American public during the season 
of 1922-23 consumed approximately 100,000 
carloads of oranges and grapefruit and 
13,000 carloads of lemons, the largest total 
supply of citrus fruits ever marketed in the 
United States and Canada. 

California’s shipments totaled 50,966 car- 
loads of oranges and grapefruit and 8741 
cars of lemons. 


Common Stock 
and Safety 


ian advisers generally rec- 


ommend American Telephone & 
Telegraph stock, with its unusually 
high yield, as a safe investment. 


They know that the A. T. & T. and 
associated companies are a nation- 
wide system, dependent on no single 
company or section of the nation— 
and that its service is indispensable 
and its business is relatively indepen- 
dent of prosperity or depression. 


For the past four years the market price 
of A. T. & T. stock has been steadier 
than that of sixty-nine representa- 
tive industrial and railroad bonds 
usually used for the bond index price. 


For uninterrupted dividend record and 
stockholders’ equity, it takes rank 
with preferred rather than with 
common stocks. 


This stock pays 9% dividends. It may 
now be bought in the open market at 
a price to net over7%. Write for full 
information on this Seven-Per-Cent- 
and-Safety Investment. 


“The People’s Messenger” 


BELL TELEPHONE 
SECURITIES CO. he 


D.F. Houston, Pres. 
195 Broadway NEW YORK 
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SYSTEM 


Board’s Attitude on Branches 


State Banks Must Agree Not to Establish Branches. Re- 
linquishment of Branches or Additional Offices Outside City of 
Parent Bank a Condition of Admittance of State Banks. 


Effective February 1. 


HE Federal Reserve Board, by reso- 

lution adopted on Nov. 7, defines its 

attitude toward branch banking. 

State banks which apply for ad- 
mission to the system as heretofore must 
agree to establish no branches, except 
with the permission of the Board. 

State banks with branches outside of 
the corporate limits of the city or town 
in which the parent bank is located 
“ought not be admitted to the Federal 
Reserve System, except upon condition 
that they relinquish such branches or ad- 
ditional offices.” 

State banks which are members ought 
not be permitted to establish branches 
outside the corporate limits of the city 
or town in which the parent bank is lo- 
cated. 

The resolutions are not intended to 
affect the status of any branches estab- 
lished prior to Feb. 1, 1924, either of 
those already members or those applying 
subsequently to the adoption of the reso- 
lutions. 

The resolutions were adopted upon the 
report of an examination committee to the 
board proper, giving the results of a study 
of the branch banking problem in its rela- 
tion to the Federal Reserve System. 

But the action of the Board was not 
unanimous. Edmund Platt, Vice-Governor 
of the Board and a member of the com- 
mittee, disagreed with his three colleagues 
in their findings and offered a minority 
report. The minority report was rejected 
by a vote of four to three. Mr. Platt and 
those who voted with him take the posi- 
tion that the best way to harmonize the 
inequalities incident to national bank and 
state bank operation is to give to na- 
tional banks privileges that will place them 
upon an equal basis with State banks, in- 
stead of restricting the State banks’ pre- 
rogatives to those possessed by nationals. 
The minority members feel that a policy 
established by the Board at the time of its 
establishment, and followed consistently 
since that time, has been displaced by some- 
thing which may not be workable. They 
are advocates of the branch bank theory and 
feel that the least national banks should 
have is the right to operate branches as 
widely or as restrictedly as is done by 
State banks in the same States. 


The Majority Report 


667T"HE organization of the Federal Re- 

serve System,” says the majority re- 

port, “was possible because of the power 

of the National Government to enforce the 
cooperation of the national banks. 

“At its inception it was primarily an in- 

strumentality of coordination, imposed upon 


the existing national system, but the full 
membership of the Federal Reserve System 
is now composed of banks which are or- 
ganized under forty-nine different govern- 
mental authorities, operating through the 
National Bank Act and the banking laws of 
the forty-eight different States. 

“The intent of the Federal Reserve Act 
is necessarily to compromise and reconcile 
the operations of the banks under these 
forty-nine different sets of laws, since a 
rigid and technical adherence to a detailed 
formula would make the Federal Reserve 
System impracticable of operation. 

“Recognizing this principle, the Federal 
Reserve Act provided for the supervisory 
control of the operations of the member 
banks by the Federal Reserve Board and 
clothed this Board with certain discretion- 
ary powers over the member banks in order 
that, among other things, it should have 
the duty of seeing that the ‘corporate pow- 
ers exercised are consistent with the pur- 
poses of this Act.’ 

“If a bank or a group of banks is en- 
gaged in a form of banking or in practices 
which are prejudicial to the successful op- 
eration of the system, the Federal Reserve 
Act permits, and indeed requires, that the 
Federal Reserve Board should assert its 
authority to compel conformity on the part 
of such member banks to the fundamental 
principles upon which the Act is based, as 
well as to the specific provisions thereof. 

“Without passing upon the question as 
to whether or not branch banking is in its 
fundamentals antagonistic to the Federal 
Reserve System, the fact is indisputable 
that certain member banks are privileged in 
a practice which is definitely forbidden to 
other member banks and which, very natu- 
rally, has resulted in unfair competition. 
This disadvantage applies with special force 
to the national banks which, in the opin- 
ion of two Attorneys General, have not the 
right to indulge in any form of corporate 
activities beyond the limits of the city or 
town in which the bank is located. 


Cannot Evade 


wi is the opinion of your committee 
that the unlimited extension of the 
practice of branch banking will give to 
banks operating under liberal State char- 
ters such competitive advantages over the 
unit banks which are members of the Fed- 
eral Reserve System, as to impair mate- 
rially their usefulness, if it, in fact, does 
not ultimately result in their extinction. 
“Your committee believes that it is clearly 
the duty of the Federal Reserve Board to 
lay down a policy to the gerieral end that 
all banks, national and State, may oper- 
ate for the good of the System, and that 
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Vice-Governor Platt’s Minority Report. 


the good of the System cannot be sub- 
served by the operation within it of a group 
whose activities must essentially endanger 
the very existence of another group. ‘A 
house divided against itself cannot stand.’ 

“The responsibility to effect an adjust- 
ment on fair, broad, general lines is a 
very great one, and one which this Board 
cannot evade by a technical interpretation 
of the law which is not based upon sound 
principles of equity. It is, in the opinion 
of your committee, the duty of the Board 
to lay down principles upon which member 
banks may operate with proper regard for 
the good of the System, and to establish 
a basis for a fair adjustment as between 
the different member banks which compose 
it. Whether national or State, no bank 
should enter or continue in the System 
which is not willing to waive such of the 
privileges granted to it by the Act under 
which it is incorporated as may be incon- 
sistent with the general purposes of the 
organization to which it belongs. It is the 
duty of the Federal Reserve Board to pre- 
scribe the basis for this compromise and 
in so doing to insist on the terms which 
may be necessary in order that the com- 
pensating advantages of membership in 
the System may be secured. 


Without Warning 


— is manifestly unfair for the Board 
in its current activities to refrain from 
notifying the members as to such general 
principles it will consider in carrying out 
such adjustments. It is unfair to permit 
a member bank unwittingly and innocently 
to engage in a course which may, without 
warning, meet with the criticism and pro- 
hibition of the Board. Therefore, the 
committee submits the attached resolution 
and urges favorable action on the part 
of the Board to the end that the members 
of the System may know to what extent 
they will be limited in their activities in this 
important matter of branch banking, upon 
which the Federal Reserve Act expresses 
itself only by implication. 

“It is the opinion of the committee that, 
in certain specific instances, the interests 
of its members require at the present time 
a clear and definite statement as to the 
limitations and the privileges which will 
be recognized. It is necessary and only 
fair that those members which are engaged 
in this form of banking should be notified 
in advance of the extent to which their 
activities may be carried on within the Sys- 
tem and that those member banks which 
are forbidden by law or have not, as a 
matter of policy, engaged in branch banking 
should know the extént to which other mem- 
ber banks may be permitted to compete with 
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them within the System and the terms of 
such competition. It is the opinion of 
the committee that the resolutions prepared 
offer as fair and reasonable a basis of com- 
promise as is practicable under the present 
laws, both State and national. It will be 
observed that in recognition of the condi- 
tions which may exist im certain localities, 
the State member banks would not be af- 
fected by this declaration of principle in 
the operation of full branch banking pow- 
ers within the limits of the city in which 
the parent bank is located and in contiguous 
municipalities, and that this privilege is not 
impaired and denied them in spite of the 
fact that. national banks may, under the 
law, engage in only limited activities beyond 
the four walls of their banking houses, and 
those only within the limits of a single 
municipality. 


As Far as Laws Permit 


eh Fes resolution does not give the na- 
tional banks facilities equal to those 
of the member banks operating under the 
laws of certain States. It does, however, 
in the opinion of the committee, relieve the 
national banks from the competition of State 
banks operating from headquarters in re- 
mote localities. The committee does not 
contend that it places the State member 
banks and the national banks in certain 
States on a basis of equality in the System, 
but it regards the resolution as going as far 
as the present laws, both national and State, 
permit in producing a condition of equitable 
adjustment. Complete equity can be estab- 
lished only by the modification of either 
State or national laws, or perhaps both. 

“It is the opinion of the counsel of the 
Federal Reserve Board that the Board acts 
within its rights in passing the resolution. 
The committee, in preparing this resolution, 
has recognized that the action advocated 
touches upon a vital principle of the Federal 
Reserve Act and the fundamentals of Ameri- 
can banking. It believes that its action 
will be sustained by the favorable opinion 
of the general public, the legislative authori- 
ties and banking sentiment. It recognizes 
as undesirable, however, that in a matter 
of such basic importance, its action be con- 
sidered as arbitrary or precipitate. It is, 
therefore, recommended that the date for 
the operation of this policy should be set 
forward until Feb. 1, 1924, in order that 
the member banks may have a reasonable 
time to adjust themselves to its provisions, 
and that if, in its wisdom, Congress should 
desire to curtail or to enlarge the powers 
of the Federal Reserve Board, as exercised 
under this resolution, they may have an 
opportunity to do so before it can be put 
into effect.” 


The Resolutions 


The resolutions which were adopted are 
as follows: 


RESOLVED, that the Board continue here- 
after as heretofore to require State banks apply- 
ing for admission to the Federal Reserve System 
to agree as a condition of membership that they 
will establish no branches except with the per- 
mission of the Federal Reserve Board; 

RESOLVED, that, as a general principle, State 
banks with branches or additional offices outside 
of the corporate limits of the city or town in 
which the parent banks are located or territory 
contiguous thereto ought not be admitted to the 
Federal Reserve System except upon condition 
os they relinquish such branches or additional 
offices ; 


TURNING NECESSITY 
INTO A VIRTUE 


It does not always pay to 
argue. Your best plan is to 
let our Twenty-four Hour 
Transit Department convert 
your collections into cash in 
the quickest possible time. 


It is sometimes hard to per- 
suade your depositors that 
checks and other out-of-town 
items cost both time and 
money to collect 


All items received at par. 


No charge for telegraphic 


transfers, 


PHILADELPHI 
NATIONALS 


PHILADELPHIA, PA. 
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RESOLVED, that, as a general principle, State 
banks which are members of the Federal Reserve 
System ought not be permitted to establish or 
maintain branches or additional offices outside the 
corporate limits of the city or town in which the 


parent bank is located or territory contiguous 
thereto ; 
RESOLVED, that in acting upon individual 


applications of State banks for admission to the 
Federal Reserve System and in acting upon in- 
dividual applications of State banks which are 
members of the Federal Reserve System for per- 
mission to establish branches or additional offices, 
the Board, on and after Feb. 1, 1924, will be 
guided generally by the above principles; 


RESOLVED, that the term “territory contigu- 
ous thereto” as used above shall mean the terri- 
tory of a city or town whose corporate limits at 
some point coincide with the corporate limits of 
the city or town in which the parent .bank is 
located ; 


RESOLVED, that this resolution is not in- 
tended to affect the status of any branches or 
additional offices established prior to Feb. 1, 
1924, either those of banks at the present time 
members of the Federal Reserve System or those 
of banks subsequently applying for membership 
in said System. 


The Minority Report 


HE minority report offered by Vice- 
Governor Platt follows: 

“The resolutions submitted in the report 
of the majority of the Committee on Exam- 
inations are based upon the assumption that 
it is the duty of the Federal Reserve Board 
to deny to any state bank member the 
right to exercise any of the powers granted 
in its state charter that appear to give it 
a marked advantage over national banks 
in competition, even though the exercise of 
these powers may be to the advantage of 
the communities in which the banks are 
located and even though the powers, them- 
selves, may be in accordance with the sound- 
est banking principles. 

“If the Federal Reserve Board should 
adopt this attitude and pass the resolutions 
proposed with relation to branch banking, 
it would be tantamount to an attempt to 
force the state banks to conform to the 
national banking laws and would be a com- 
plete reversal of the position the Board 
thas taken, not only in the matter of branch 
banking but in all matters touching compe- 
tition between state and national banks 
where the practices of the State banks 
have been deemed to be sound banking. 

“The Board’s annual reports from the 
organization of the Federal Reserve Sys- 
tem bear witness to the fact that the Board 
has always taken a progressive position. 
It has not sought to repress and hold back 
state banks from the exercise of sound 
banking privileges, but has always recom- 
mended amendments to the National Bank- 
ing Act, or the Federal Reserve Act, broad- 
ening the powers of the national banks. 

“Excepting the Act of 1900, which was 
chiefly an effort to increase the attractive- 
ness of the note-issuing privilege, though 
it also provided for national banks with a 
minimum capital of $25,000, very few 
changes were made in the laws affecting 
national banks prior to the passage of the 
Federal Reserve Act. State banks, by the 
abolition of their mnote-issuing privilege 
through the 10 per cent tax, made effec- 
tive in 1866, were reduced from 1562 in 1860 
to 247 in 1868, and almost all of the sur- 
viving 247 were in the eastern financial 
centers, where deposit banking had begun 
to assume considerable proportions. Long 
before the passage of the Federal Reserve 
Act they had overtaken and passed the na- 
tional banks in numbers, and the chief in- 


JOURNAL OF THE AMERICAN BANKERS ASSOCIATION 


crease had taken place not in the financial 
centers but in the agricultural West. Nor 
was the increase confined to small banks. 
During the ten years, 1899 to 1909, State 
banks with a capital above $50,000 in- 
creased in practically the same number 
and at a much greater percentage than na- 
tional banks. (Barnett ‘State Banks and 
Trust Companies,’ 222-223). The fact is 
that national banks had been held very 
narrowly to certain types of commercial 
banking, and nearly all progress in bank- 
ing had been made by State banks, which 


steadily gained as the note-issuing monopoly 


of the national banks became of less and 
less importance. 

“The Federal Reserve Act provided not 
only for the banding together of national 
banks in a cooperative system, but it also 
liberalized the National Banking Act by 
adopting some of the best features of some 
of the best State banking legislation—not- 
ably in the recognition of a difference be- 
tween time deposits and demand deposits 
in reserve requirements. It contained an 
attempt to allow the exercise of certain 
trust powers to national banks, and provided 
that the larger national banks might estab- 
lish foreign branches. 

“Not long after the Federal Reserve 
System was organized, the attention of the 
Board was directed to the fact that the 
competition of the state banks had not 
lessened and to the losses among national 
banks which were constantly being con- 
verted into trust companies; but instead 
of endeavoring to prevent state bank mem- 
bers from exercising trust powers, the Board 
recommended and, in fact, prepared a bill 
for amendment to the Federal Reserve Act 
broadening Section 11 (k) so that national 
banks might exercise trust powers. This 
was passed in 1916, 

“The effort of the Board has been to 
make the national banking system as _ in- 
clusive as possible, but it has at the same 
time sought constantly to add to the state 
bank membership and has not attempted 
to restrain state bank members from the 
exercise of proper banking powers enu- 
merated in their charters. It has been ac- 
tuated by desire to benefit the business 
interests of the country rather than the 
interests of any particular group of banks. 
The Board favored the amendments of 1917, 
which provided that state banks might be 
admitted to the system retaining their char- 
ter rights, and an examination of the cor- 
respondence that preceded the admission 
of the California State. banks maintaining 
branches will show that they were clearly 
admitted, with the understanding that their 
charter right to such branch extension as 
should be found consistent with sound bank- 
ing would not be denied. Several times 
the Board, as well as the comptroller, have 
recommended that national banks should be 
given branch banking privileges within the 
States where branch banking is permitted by 
State law, and the Board at one time rec- 
ommmended that national banks should be 
given branch banking privileges within city 
limits without regard for State law. This 
was at one time recommended also by the 
Federal Advisory Council. The Board in 
1916 and 1918 recommended the enactment 
of a bill providing for branch banking with- 
in county limits, or within a radius of 
twenty-five miles from the parent bank. 
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“If, now, the Board reverses itself and 
attempts to restrict state banks through 
the right to impose conditions when they 
apply for membership, it will be in effect 
attempting to make State banks conform 
to the national banking act, and become 
practically national banks, so far at least 
as branch banking is concerned. 

“Limited branch banking within municipal 
limits has recently been extended the na- 
tional banks through new regulations from 
the comptroller, following a more liberal 
interpretation of the law by the Attorney 
General. If the Board had any reason for 
believing that branch banking beyond city 
limits must necessarily be unsound there 
would be ground for the complete reversal 
of its position, but the majority report does 
not claim that it is unsound and apparently 
has abandoned the assumption that it is 
contrary to the Federal Reserve Act. Such 
claims, in fact, could not be sustained by 
the Federal Reserve Board at this time. 
Branch banking beyond city limits has ex- 
isted in the Federal Reserve System since 
its organization, in national banks as well 
as in state banks, and the National Banking 
Act itself has, since 1865, provided for 
branch banking through the authorization 
for the conversion of state banks with 
branches into national banks, State-wide 
branch banking is authorized in a number 
of Southern States and in the State of Rhode 
Island, and limited branch banking, either 
by counties or in districts contiguous to 
cities, is authorized in a number of other 
States. Before the Civil War and the pas- 
sage of the National Banking Act, branch 
banking was common throughout the West 
and South. Nearly every Western State 
before 1860 had developed systems of State- 
wide branch banking and some of these sys- 
tems, as in Indiana and Ohio, were notably 
successful. In some States as many as 
forty branches were maintained, and these 
State-wide systems might all have been 
brought into the national banking system 
under the Act of 1865. It cannot be main- 
tained, if one may judge from the history 
of state banking in the United States, that 
branch banking necessarily implies the de- 
struction of unit banking. The two ex- 
isted side by side in Ohio and in other Mid- 
dle Western States, as well as in the South, 
before the Civil War, and in the Southern 
States branch banking has made compara- 
tively slow progress even where fully au- 
thorized by law. 

“Tt is undoubtedly true, as the majority 
report says, that in branch banking beyond 
city limits certain member banks are en- 
gaging in a practice which is definitely for- 
bidden to other member banks. This at 
once raises the question whether there is a 
good reason to continue to forbid the prac- 
tice to the other member banks. Unless 
the Board is willing to take a retrogressive, 
repressive position in a matter primarily of 
competition between two classes of banks, 
and without regard to the public conven- 
ience and the interests of the communities 
served, it should in my opinion instruct 
the committee to work out regulations 
which will guide and direct the extension 
of branch banking in California without 
attempting to deny all further extensions, 
and to that end full consideration should 
be given the letter of Oct. 8, 1923, ad- 
dressed to the Board by the responsible 
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How well Burroughs has solved the 
transit problem of the Terre Haute 
Trust Company is expressed by Mr. F. J. 
Terhorst, assistant secretary: 
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“We have been using a Burroughs 
Typewriter-Adding Machine in our 
transit department for almost a 
year and must say that it has filled 
a long felt want in this depart- 

We are now able to turn 
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ment. 
out more work and have a much 
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Write for further details regard- 
ing this “Double Lock System” to 


executive officers of three of the largest 
state banks engaged in branch banking in 
that State. That letter appears to me to 
present frankly a sound basis for such 
regulations. Economic developments, such 
as the recent growth of branch banking in 
California, do not take place without a 
reason, and should not be arbitrarily re- 
pressed by any governmental body. They 
should rather be studied and guided with 
the purpose of determining whether they 
may not represent a real advance in Ameri- 


ous Two-Line 


Checks. 
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can banking. 

“Branch banking has been recognized by 
the foremost authorities on banking in the 
United States as a natural method of ex- 
tending banking facilities to small com- 
munities, as presenting opportunities for 
diffusing business risks over larger areas 
than at present with a gain analagous to 
that which such diffusion brings to insur- 
ance, and as having the advantage of abil- 
ity to make loans from a common fund 
of capital and deposits in accordance with 


BEEKMAN ST. 


- THE SAFE-GUARD CHECK WRITER CO., Inc. - 


the unequal and varying demands of different 
industries and sections served. There is 
reason to believe that the agricultural sec- 
tions of the United States would be far 
better served, and with the deposits of the 
farmers much more adequately safeguarded, 
under systems of branch banking, whether 
limited to counties or State-wide, than at 
present, California is trying the experi- 
ment, and no evidence has so far been 
presented to show that it is not serving the 
people of the State well.” 


Division of Federal Reserve Earnings 


so far $135,000,000 from the Federal Re- 
serve banks as franchise taxes, and it has 
also had the benefit of their servives as fis- 
cal agents, the value of which would be 
hard to estimate. It is argued that the only 
real contribution that the Government makes 
to the Federal Reserve banks is the Federal 
Reserve note, and that is a contribution only 
to the extent to which the Federal Reserve 
note is not specifically covered by a gold 
reserve. 

“T think that banking sentiment in New 
England is in favor of an amendment to 
Section 7 which would provide: first, for 
the payment to the Government of a specific 
tax by Federal Reserve banks—a tax based 
upon the uncovered portion of Federal Re- 
serve notes outstanding, which after all is 
the Government’s real contribution to the 


Banking Policy 
(Continued from page 348) 


during the crisis of 1920, prevented the crisis 
from degenerating into a panic, and saved 
us from perhaps the worst financial disaster 
in our history. Since the crisis, however, 
they have kept their rediscount rates below 
the market rates of interest, contrary to 
sound reserve bank policy, thus tempting 
member banks to borrow, to relend at a 
profit and making easy an undue expansion 
of credit. The success of our credit policy 
has been due primarily to the forbearance 


(Continued from page 361) 


system. I have ‘heard suggestions made that 
this tax be fixed at 2 per cent, which is the 
same as national banks pay, and it has been 
pointed out that with this tax in effect in 
1919, 1920, and 1921, the Government would 
have received a large return from it, and 
the Federal Reserve banks would have been 
well able to pay it. In 1922, when the re- 
serves were large, the earnings were small, 
and the tax would have been small. I be- 
lieve that New England bankers generally 
would like to see the 6 per cent cumulative 
dividends continued, with no further addi- 
tions to surplus, and that they would like to 
have excess earnings, if any, after payment 
of taxes and dividends, distributed to mem- 
ber banks in proportion to their reserve 
balances. This principle was recognized by 
the Glass Bill which passed the House of 


and prudence of our individual bankers, to 
the skill of our credit men, and to the saga- 
city and prudence of our merchants, manu- 
facturers and other borrowers. 

Out of the prudence of the American 
banker and business man has come a degree 
of courage and of confidence in the business 
situation of a kind radically different from 
the foolhardy buoyant optimism which char- 
acterized 1919-1920. It is the courage of 
knowledge rather than the courage of emo- 
tion. We have taken precautions. We are 
playing a safe game. We know that we 
have taken precautions, and we believe these 
precautions to be adequate. We, therefore, 


Representatives in 1913. 

“T again repeat that I have heard of no 
disposition whatever to seek to interfere 
with the administrative and _ regulatory 
powers of the Federal Reserve Board, and 
that banking sentiment here is not actuated 
by a desire for the actual profit but rather 
by a feeling that the present provisions of 
Section 7 are not equitable in that the non- 
borrowing bank gets no direct benefit, while 
its reserve is used often at a profit by banks 
which are borrowers.” 

A canvass of the members of the com- 
mittee of inquiry indicates that this propo- 
sition will be touched upon in the forthcom- 
ing report, although at this time there ap- 
pears to be a lack of unanimity as to just 
how the principle of a wider distribution 
should be put into effect. 


feel justified in going ahead and doing busi- 
ness, and we are doing it. The cautious 
buying policy of the past six or seven months 
is in itself a guaranty that buying must con- 
tinue through the coming months. Men who 
have bought moderately week by week and 
month by month know that they must buy 
more next week and next month, and those 
who sell to them know it. We do not ex- 
pect unlimited profits coming as a gift from 
the gods. We know that profits will be made 
to the extent that they are earned, and we 
are prepared to work for them. It is a vastly 
more wholesome sort of business confidence, 
and it is very much more dependable. 


|| 
148 ,PROAQWAY 


